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“WARDS” OF GOVERNMENT 


N all the unfortunate drama resulting 

from government seizure of Montgom- 
ery Ward & Co., there is no sorrier pro- 
vocation of disunity on the home front 
nor a more revealing picture of bureau- 
cratic egotism than in the statements of 
Attorney General Biddle, upholding the 
unabridged powers of the President to 
take possession of plant and facilities “if 
you found it necessary to do so to pre- 
vent injury to the country’s war effort.” 
That, and his request to the federal court 
to continue the restraining order, sug- 
gest an abrogation of trial rights, prop- 
erty rights and constitutional guarantees 
of judicial check on executive powers 
which millions of our men are supposed- 
ly fighting to maintain and restore to 
the rest of the world. Add to this his 
statement that 


“The fact that the initial impact of 
these (labor) disturbances is on the 
production or distribution of essential 
civilian goods is not a reason for deny- 
ing the Chief Executive and the Com- 
mander in Chief of the Army and 
Navy the power to take steps to pro- 
tect the nation’s war effort.” 


And then his reported assertion in Fed- 
eral Court on May Ist that “no business 
or property is immune to a Presidential 
order,” supporting the President’s right 
to seize the Ward plants on the basis that 
the War Labor Disputes Act does not 
Specifically forbid him from doing so. 
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The Attorney General’s reasoning to 
the court is equally intriguing when he 
claims that Montgomery Ward is engaged 
in war work chiefly because 75 percent of 
its customers are “engaged in agricul- 
tural production essential to the prosecu- 
tion of the war.” That should just about 
cover every private enterprise, including 
the press. It might exclude the baker of 
cream-puffs or the maker of lipstick, but 
perhaps “vital contribution to essential 
morale” could cover these too. Further- 
more, “the size of a corporation,” he 
says, “has much to do with the Presi- 
dent’s power.” There is a nice legal dis- 
tinction that also reeks of reform zeal 
and big-business baiting. 

The probability is, of course, that fac- 
tories, banks, grocery stores and news- 
papers will not be taken over; nor per- 
haps will any but the most severe war 
plant cases. For this seizure, coupled 
with the physical eviction of the repre- 
sentative of the property owners, bids 
fair to become a cause celebre that, while 
criticized as not gracefully handled on 
either side, has at least brought some is- 
sues out in the open where they belong. 

But the definition of war essentiality 
as a basis for such actions is apparently 
a most elastic one. The Hummer Manu- 
facturing Co. in Springfield, a part of the 
Montgomery Ward organization, or its 
farm machinery plants could classify—in 
the ordinary mortal’s concept — as 
“equipped for the manufacture, produc- 
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tion or mining of any articles or mate- 
rials which may be required for the war 
effort .. .” Yet it was the Chicago 
plants that were taken over on the pre- 
text that the “epidemic potentialities” of 
the spreading of the labor disturbance 
from Chicago might affect war industry 
generally. The attorney general cites the 
grant of W.P.B. preference ratings to the 
company for certain supplies, and O.D.T. 
certificates of war necessity for 45 com- 
pany trucks. He did not, in his letter, 
also cite the withdrawal of the 70 post 
office employees from the plant or the 
refusal of the Post Office to deliver in- 
coming postage due parcels, nor the fact 
that none of the Chicago employees has 
been classified as essential to war pro- 
duction or given military deferment by 
reason of employment in Montgomery 
Ward, as the company’s chairman, Sewell 
Avery, brought out. 

Failure of the company to comply with 
the National War Labor Board order for 
renewal of the C.I.O. contract, which 
brought on the “show-down,” serves to 
emphasize again the trouble-breeding na- 
ture of the Wagner Act (National Labor 
Relations Act) and the unsatisfactory 
machinery for employee voting on union 
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representation. Public explanation is due 
as to why this election was not held, if 
there was legitimate reason for it, before 
either the company refused renewal of 
contract or the government took such 
desperate and arbitrary action, which 
may make the appellation ‘““Ward-heelers” 
an even more popular epithet than 
“money-changers” or “bureaucrats.” 
The issue of “union security’”—encour- 
agement of the closed shop through main- 
tenance of membership—which this case 
has raised is one which, Mr. Avery con- 
tends, interferes with the constitutional 
freedom of choice of employment by em- 
ployees, as they are not free to resign 
from a union without losing their jobs. 
The Ward case also emphasizes the double 
standard of government dealing with un- 
ions and with business. Although now it 
claims the operation of this company to 
be essential to the war effort, it has 
shown no disposition to take similar 
action against the outside unions who 
have refused to deliver goods to or from 
the company. This is of a pattern with 
the administration’s failure to support 
the War Labor Board’s order to John L. 
Lewis to sign a contract last June. When 
the President asked what action he could 
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take—“send a little polite note on pink 
paper and say ‘Dear Mr. Lewis, I hope 
you will sign the contract.’” Spinach 
for one, soldiers for the other. As one 
correspondent puts it: “Have we trained 
our army to fight for freedom or for the 
collection of union dues?” If promotion 
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of the war effort is a paramount objec- 
tive to disciplining of private enterprise, 
such actions do not imply it and only 
create a diversion of our forces. After all, 
it is the industrialists and business men 
and willing workmen who have made this 
the Arsenal of Democracy. 


SAVINGS AND FREE ENTERPRISE 


NHE volume of savings by individuals 
‘| in this country has reached unprece- 
dented heights during the past three 
years. According to the Securities and 
Exchange Commission, the volume of liq- 
uid savings in 1943 had reached the stag- 
gering total of $37.7 billion. In 1942, the 
total was approximately $30 billion. The 
magnitude of these figures may best be 
appreciated when it is remembered that 
the total savings were never as much as 
$10 billion in any peacetime year. Com- 
parison with total income payments to 
individuals, averaging less than $70 bil- 
lion annually in the pre-war period 1936 
to 1939, reflects the huge volume of excess 
purchasing power in the hands of indivi- 
duals as a result of our war effort. The 
good judgment of the American people 
in refraining from the expenditure of 
these funds has been one of the most im- 
portant factors contributing to the price 
stability which has developed during the 
past year. More than one third of the 
estimated savings in 1943 was invested 
by individuals in war bonds. Some $7 
billion took the form of insurance and 
pension reserves, of which almost half 
was held by private companies. The 
balance of $16 billion was represented by 
increased bank deposits and holdings of 
currency. In 1942, such uninvested funds 
aggregated almost $12 billion. 

This huge volume of uninvested funds 
gives point to the problem posed by Mr. 
Wiggins, president of the A.B.A. (see his 
informative paper, page 434). “The 
basic question in the post-war years is 
whether or not savings are to be invested 
or managed within our private enterprise 
system or whether they will be turned 
over to the government. The answer to 
that question rests largely with the men 


and women who manage and direct our 
savings institutions, our banks, insurance 
companies, and investment houses.” 


Here is a challenge to institutional in- 
vestors. Will they exercise their tradi- 
tional function of bringing savers and 
those requiring funds together? Will 
they seek out new opportunities to invest 
these funds profitably? Here is an area, 
where the institutional investor can en- 
gage in constructive post-war planning, 
the success of which is vital to the very 
existence of the private enterprise system 
itself. These institutions should be sur- 
veying the communities they serve to 
determine who or what industries will be 
in need of capital in the post-war period. 
These institutions should be taking the 
initiative rather than sitting by in the 
traditional manner, hoping that some- 
thing will develop. 


Finally, these institutions have an obli- 
gation to press vigorously for the type 
of government policy which will be at- 
tractive to the investment of these sav- 
ings and of the protection of their prin- 
cipal and income values. Punitive tax 
programs, baiting of business, unreason- 
able restrictions on reward to capital— 
these are policies which will prevent the 
full use of these savings. And in the 
words of Mr. Wiggins “an undue accumu- 
lation of dead savings may prove to be a 
millstone around the neck of our private 
economy.” 


The Minneapolis & St. Louis Railway, 
which for more than twenty years was in 
receivership, recently became the only Class 
1 railroad in America without mortgage or 
bonded debt. 








HARP disagreement on the question 

of whether we could improve or even 
maintain our standard of living with a 
30-hour week after the war was regis- 
tered in a recent debate at the New 
York Times Hall. Walter Reuther of the 
United Auto Workers contended that our 
great technological progress, with utiliza- 
tion of our record productivity capacity, 
would make it the productive equivalent 
of the pre-war 40 hour work week. Eric 
Johnston, president of the Chamber of 
Commerce of the U. S., took the view that 
this was impossible, and shipbuilder 
Henry Kaiser remarked that he person- 
ally wished he could settle for thirty 
hours in two days. 


This may become one of the most im- 
portant issues of the peace remobiliza- 
tion era, as any general scarcity of em- 
ployment will generate pressure for what 
has been called “spreading the work” and 
any necessity for reducing wage rates 
from their record war-time peaks may 
arouse rebuttal if the weekly “carry- 
home” is first lessened by shorter hours. 
As Mr. Reuther pointed out, we in the 
United States enjoy a far higher stand- 
ard on a 40-hour week than we did a gen- 
eration or two ago when ten and twelve 
work hours a day were common; he at- 
tributed this to our technological pro- 
gress. That cannot be brushed aside, 
for productive developments have made it 
possible for more people to get more 
things with less laboring time. We hear 
that quoted from all sides, with detailed 
specifications. 


But what is important is to recognize 
the elements that go to make up this pro- 
ductive force. We have coined a happy 
phrase to cover a good deal of it: “Know- 
how.” The know-how of management, 
but also of labor, and certainly of re- 
search. But that is not the whole cloth. 
Good as men may become with their 
hands, we would have no industries of 
any size (no wage or hiring-firing or 
union problems), no mass-production 
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SHORTER POST-WAR WORK-WEEK? 


techniques, no research to speak of, if it 
were not for CAPITAL. It is in great 
part the machinery of laboratory, mill, 
mine, factory or transport that has en- 
abled us to climb out of industrial serf- 
dom. 


Labor gets its wage and has its vast 
political strength, as “big business” used 
to have, while management too expects 
and usually gets good wages. But more 
and more of the cost of production has 
been the cost of tools (with as much as 
$7000 of modern equipment for each 
worker). This has enabled each worker 
to produce more—and better—in less 
time; it has replaced or depreciated the 
value of many manual skills; it has 
caused shifts from some plants to others 
which make the machinery for them; it 
has made possible increasing wages to 
the majority of employees over this gen- 
eration or two. 


We have employed our capital at cheap 
—and cheaper—rates, passing on the 
benefits to present labor. The danger 
comes in the fact that capital too may 
get tired of working for low pay; we are 
already seeing signs of indifference to 
savings—capital creation—on the part of 
both worker and manager. If we want 
to keep up our productive program we 
had better look to a living wage for capi- 
tal—for if we want a higher standard of 
living with less manual labor, we will 
have to compensate for it by getting capi- 
tal to do more of it. And if individual 
workers are not encouraged to save and 
invest in private enterprise, we will have 
no place to turn but to the State—and we 
will work as and for what the Govern- 
ment orders. Yes, wealth comes only 
from production, as Mr. Johnston re- 
marked, but from production by both men 
and machines, and we may take our in- 
crease in more wealth or more leisure. 
But to continue having the help of ma- 
chines either we will have to find saving 
attractive, or be forced to do it through 
government taxation. 
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BREAK-EVEN POINT 


HE steady increase in unit costs of 

labor during the war years has been 
obscured by a number of developments. 
From 1939 to 1941 the sharp expansion 
in the volume of business meant that 
lower overhead costs per unit made it 
possible to offset increasing unit labor 
costs. Since 1941, however, labor costs 
have risen more rapidly than off-setting 
adjustment could be effected, with the 
result that they are now substantially 
higher. 

In the April issue of the Survey of 
Current Business, an informative table 
is given showing the percentage distribu- 
tion of increased national product by 
years, from 1939 to 1943. This table 
shows that labor costs aggregated 50.2% 
of total sales in 1939. Despite the in- 
creases in wage rates between 1939 and 
1941, the total volume and value of gross 
sales increased so rapidly that the ratio 
of employees compensation actually de- 


AND LABOR COSTS 


clined to 48.4% of the total. In 1942 and 
1943, however, sharp increases in the 
relative importance of employee compen- 
sation occurred, due to higher wage rates, 
with the result that for 1943 the propor- 
tion was 51.6%, or 3.2% higher than in 
1941. 


The trend of net corporate profits after 
taxes has been just the reverse of that 
noted for labor. In 1939 corporate pro- 
fits totalled 5.4% of business receipts 
from sales. By 1941 the proportion had 
increased to 7.5%. Due largely to the in- 
crease in labor costs and sharply higher 
taxes, the proportion in 1943 fell to 5.6%, 
or about the same as in 1939. The major 
extent to which corporations are acting 
as tax collectors for the Government is 
indicated in the fact that corporate in- ° 
come and profits taxes took only 1.5% of 
the total sales dollar in 1939 and that this 
proportion has been increasing steadily 
until, in 1943, such taxes aggregate 9.2%. 





Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 


Fn one 





426 


The wage increases now being request- 
ed by organized labor would further ac- 
centuate these trends and result in lower 
net profits per unit than even the rela- 
tively poor year of 1939. And this at a 
time, during the next few months, when 
business will be faced with the strong 
probability of reduced volume. War pro- 
duction seems to have,reached its peak. 
For the past nine months the daily rate 
of war expenditures by the Federal Gov- 
ernment has averaged between 250 mil- 
lion and 300 million dollars, and further 
large cut-backs seem probable. Officials 
of the War Production Board have re- 
cently testified that, after the defeat of 
Germany, our war production will be cut 
back at least 35%. The combination of 
decreasing volume and increasing wage 
costs will result in a severe pinch on 
profit margins. As we noted last month, 
business may temporarily be able to ab- 
sorb this higher cost because of the re- 
duction in tax liability to which it will 
be subject, but that can only be a tem- 
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porary relief and one which will be at 
the expense of other taxpayers. In other 
words, the government will be paying in- 
directly by foregone tax revenues for 
higher wages paid to labor. 


As volume of production declines, the 
extent of the increase in labor costs dur- 
ing the war years will become quickly 
apparent. Many industries will find them- 
selves with a much higher Break-Even 
point than before the war. Leaders in 
the automobile industry have already an- 
nounced that prices of post-war cars will 
be some 25% above those in the pre-war 
years. Labor may find that it has, short- 
sightedly, priced itself out of many jobs 
in the post-war period. Both labor and 
capital would be adversely afvected by 
any such development. Hence they have 
a common interest in re-establishing sat- 
isfactory relationships and ratios be- 
tween labor costs, profit margins and 
total costs in order to avoid the unem- 
ployment of both capital and labor. 


MISLEADING STATISTICS — NATIONAL INCOME 


N its drive to break the Little Steel 

Formula, the C.1.0. is now attempting 
to prove that labor’s share in the national 
income has declined from 65.7% in 1939 
to 59.3% in 1943 while the share going 
to corporations is alleged to have in- 
creased from 8.0% to 13.0%. 


This picture is sharply in contrast with 
the easily ascertainable facts. The C.I.0. 
reaches this conclusion by considering the 
corporate tax paid to the government as 
part of the corporate share of the na- 
tional income. According to the latest 
available data, corporate earnings before 
taxes were almost $24 billion in 1943. 
But net profits after taxes were less than 
$9 billion.. It is clear that the only share 
available to the corporation is the profit 
after taxes. The approximately $15 bil- 
lion paid in taxes were not the corpora- 
tions’ to do with what they please. They 
had no control over these funds. 


In contrast with these misleading 
statements of the C.I.0. may be noted 
the official national income estimates pub- 


.ficiary has been organized 


lished by the U. S. Department of Com- 
merce in the Survey of Current Business 
for April. According to these data, the 
share of the national income paid out as 
salaries and wages was 69.0% in 1943 as 
compared with only 62.4% in 1939. In 
contrast with this major gain, the share 
going to corporations remained un- 
changed at 6% in the two periods. Be- 
tween 1939 and 1943, the actual pay- 
ments for salaries and wages increased 
by $58 billion while corporate profits in- 
creased less than $5 billion. These data 
show conclusively the major improvement 
in labor’s position during the war. 


However, all workers have not shared 
equally in these gains. The major bene- 
industrial 
labor which is now publishing misleading 
statistics in order to add still further to 
its gains. The granting of such demands 
will only result in an increase in the pres- 
sure for price rises and a further deter- 
ioration of the position of white collar 
workers and those living on fixed incomes. 
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HAS PRIVATE ENTERPRISE A FUTURE? 


Conditions to Assure Flexibility with Stability 


JOHN V. VAN SICKLE 


Acting Director, Institute of Research and Training in the Social Sciences 
and Chairman, Dept. of Economics, Vanderbilt University, Nashville 


RIVATE Enterprise has a past 

of which its friends need not be 
ashamed. But what about its future? 
To listen to the critics its demise may 
be expected any time now. And yet 
even these critics admit that it still 
has a number of substantial assets. 
First is its flexibility and productiv- 
ity as demonstrated during the pres- 
ent war. Secondly it has the sym- 
pathy of the vast majority of the 
American people; its outright enemies 
are few in number, though vocal. 
Thirdly it has the great advantage of 
being in operation. It has deep roots 
and like plants with deep roots it is 
tough. 

Nonetheless it is not safe. There are 
visible elements of decay in the impres- 
sive structure. Its weaknesses, however, 
are internal rather than external; the 
threat to its future comes from its 
friends more than its enemies. First of 
all are its conservative friends that cry 
out violently at each and every expansion 
of the public sphere of action. They are 
often right but they are also often wrong 
and almost always undiscriminating. The 
trouble is that they do not really under- 
stand the capitalistic engine and its re- 
quirements but lazily content themselves 
with shibboleths, such as “the sanctity 
of private property,” “the immutable 
laws of supply and demand,” etc., etc. 


Fuel Makes the Engine Go 


HEN there are the radical friends of 

the system. They have imagination, 
warm hearts and a passion for experi- 
menting. They cry out with joy at every 
proposed expansion of governmental 
functions providing the proper humani- 
tarian label is attached to the legislative 
measure or the administrative ruling. 


They too are frequently right and as fre- 
quently wrong and equally undiscriminat- 
ing. They appear to have a somewhat 
better understanding of the capitalistic 
engine but can not or will not understand 
that the gasoline and lubricating oil are 
about as important as the engine itself, 
when it comes to performance. The 
capitalistic engine is built to operate 
with the fuel of profits and the lubrica- 
tion of confidence. They see no reason 
why, with a little conditioning, it could - 
not be made to perform with the milk of 
human kindness and the lubrication of 
admonitions and threats. 


Third and last there are the pressure 
group boys who have found a lucrative 
career in grouping into larger and larger 
blocs, those with a common interest in 
getting a little more pie. They play on 
the jealousies of their members, persuad- 
ing them that they are suckers if they 
let the other fellow get his, working up 
issues to keep up dues and to attract new 
recruits. They neither understand nor 
care about the requirements of the capi- 
talistic system. They don’t want to de- 
stroy it; they optimistically assume that 
it can take unlimited punishment and go 
on performing. 


Into this camp of its friends J. M. 
(Lord) Keynes of England and Mr. Han- 
sen of Harvard University have intro- 
duced a doctrine that promises to be more 
revolutionary than that of Karl Marx. In 
the language of conservatives, they pro- 
claim the present incapacity of the sys- 
tem to absorb its own savings, and preach 
the necessity of indefinite deficit financ- 
ing as a condition of its survival. The 
resulting public debt is converted into an 
asset and practically every measure that 
sustains “purchasing power” is given ac- 
claim. 


The above is admittedly a caricature 
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of the Keynes-Hansen doctrine but un- 
fortunately this is the way it is popular- 
ly understood. It has been seized upon 
by selfish groups to justify their demand 
that government do something to alle- 
viate their lot. It is doubtful whether 
any democracy, least of all our own un- 
disciplined democracy, can stand this 
heady wine. Saving and paying back of 
debts may not have all the theoretical 
virtues ascribed to it by classical econo- 
mists, but for some time to come Ameri- 
can society can ill dispense with its old- 
fashioned belief in the virtue of thrift 
and meeting of obligations, personal or 
public. 


Our western civilization will remain_in 
turmoil until we come out of this con- 
fusion, until we arrive at a new consensus 
as to how we want the work of the world 
performed and the fruits of our labor 
distributed among us. On the way we 
solve this problem may well depend the 
future of human liberty. History and 
theory alike make it appear highly likely 
that individual freedom and free enter- 
prise are part and parcel of a single 
whole. If it is true—and I am convinced 
that it is—the working out of a new con- 
sensus regarding the role of the state 
becomes the paramount intellectual and 
moral task of our times.! It is a task 
that needs to be undertaken anew at in- 
tervals in our history. There is no one 
externally best solution of the problem. 
Adam Smith’s Wealth of Nations (1776) 
contributed greatly to the consensus that 
made possible the dramatic advances in 
human welfare of the nineteenth century 
and there is still much wisdom to be 
gleaned from its pages. 


When Adam Smith propounded the 
principle of “natural liberty,” which has 
come to be identified with the term laissez 
faire, he was not describing, analyzing 
and defending the social processes of his 
day. He lived in the age of Mercantilism 
when comprehensive planning was in 
style, when government minutely con- 
trolled almost every economic action of 
the citizen. His was a revolutionary at- 


1. This issue, as well as the whole subject matter 
of this article, is discussed at some length in the 
first and last chapters of Planning for the 
South: An Enquiry into the Economics of 
Regionalism, by the author.—Editor’s Note. 
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tack on these plans. We today forget this 
fact. The Wealth of Nations is not a 
counsel of passiveness but a positive and 
radical program of action designed to 
create an environment in which private 
enterprise can safely be trusted to pro- 
duce abundantly and distribute equitably 
the cooperative efforts of labor and capi- 
tal. 


Interrelated prices, he pointed out, in- 
duce men to produce, in just the right 
quantities, those things which they, as 
consumers, really want. If, through an 
error in judgment, too much of any one 
thing is produced, its price will fall and 
the laborers and the owners of capital 
will get less than heretofore. Meantime 
the relative overproduction of one thing 
means relative underproduction of anoth- 
er. The price of the latter will rise; 
profits will rise and rising profits will in- 
duce business men to bid for labor and 
capital which will be drawn from fields 
where prices and profits are inadequate. 


The resulting shift of labor and capital 
and know-how from the overexpanded 
fields tends to bring profits and interest 
and wages back up to normal there while 
it brings them down to normal in fields of 
relative underproduction. Thus guided 
as by an “invisible hand,” as Adam Smith 
put it, the business man, in his search 
for profits, induces labor and capital to 
shift into those fields and occupations 
where the need is greatest. The general 
welfare is advanced not at the behest of 
the bureaucratic state but at the dicta- 
tion of consumers. 


Conditions for Beneficial Liberty 


URING the first half of the nine- 

teenth century the states of western 
Europe and of the New Europe estab- 
lished in the Americas moved far along 
the path pointed out by Adam Smith. But 
as we advanced down this path we grad- 
ually lost sight of the conditions which 
Adam Smith assumed when he declared 
his faith in the beneficence of self-inter- 
est and private initiative. 

We also forgot that the great task of 
government, in the economic field, must 
always be to see to it that these condi- 
tions really exist, or, if ‘changing tech- 
nologies render impossible the continued 
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existence of some of them, that substitute 
arrangements be called into existence 
which will perform the same functions 
as the obsolete conditions. Thus under- 
stood the doctrines of Adam Smith re- 
main today as they were when first enun- 
ciated, a challenge to government to act. 
Laissez faire is a radical doctrine, not a 
plea for a hands-off policy. 

What are the conditions, or assump- 
tions, of laissez faire? I like to sum them 
up under the three words: knowledge, 
mobility and responsibility. 

Labor Mobility—For private initiative 
to advance the general welfare all the 
parties involved must have reasonable 
knowledge of the main facts involved. 
The worker must know about the state 
of the labor market, about the relative 
earnings in different jobs and in differ- 
ent places and some at least must have 
the ability and willingness (mobility) to 
learn new skills and to shift from lower 
paid to higher paid jobs and from places 
where the skills they are capable of ac- 
quiring are in over-supply to places where 
they are in under-supply. It follows that 
public expenditures for general and tech- 
nical education designed to make men 
versatile, and for the establishment of 
employment offices equipped to provide 
men with knowledge of labor market are 
essential to the establishment of a work- 
able private enterprise system. 

Trade Union Role—The trade union 
and collective bargaining belong in the 
system in so far as they equalize the bar- 
gaining position of labor and capital 
and give the individual worker the status 
and dignity essential to democratic liv- 
ing. But if the Union obstructs the move- 
ment of men from lower paid to higher 
paid jobs, it violates one of the vital 
principles of the system and the state 
must either intervene or acquiesce in the 
destruction of the system. The demand 
of American Unions for the closed shop 
is inconsistent with a workable system of 
private enterprise and should be resolute- 
ly rejected, as it has been in the demo- 
cratic countries of Europe. 


Mobility for Investors 


HE same conditions of knowledge 
and mobility apply to savers and in- 
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vestors. For the system to work they 
must have a broad view of the whole 
field of economic activity. They must be 
prepared to withdraw their investments 
from fields of declining profitability and 
direct them, together with new savings, 
toward fields in which profits are high. 
When they call on government to protect 
their positions in the face of changes in 
consumer demands or of technological 
threats they weaken the private enter- 
prise system. They have a right, how- 
ever, to expect that those who seek to 
borrow their resources shall tell the 
truth. 

Profits constitute the traffic light which 
directs savings and labor from fields 
which are being relatively oversupplied 
into those in which too little is being pro- 
duced, as evidenced by the spread be- 
tween selling prices and costs. The quest 
for profits results, of course, in gains and’ 
losses to those who assume the risks in- 
herent in a dynamic society. When the 
losses are offset against the gains the net 
balance is not large. On the whole Amer- 
ican society gets the services of its busi- 
ness men on very reasonable terms. But 
these terms include great gains as well 
as great losses. The occasional great 
gains constitute the attraction which 
keeps men eternally at the task of enter- 
prising despite the moderateness of the 
reward going to the business class as a 
whole. 


This is the Gravest Threat 


ONE the less, many people are in- 
creasingly hostile to large profits, 
believing them the source of the gross 
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inequalities which they dislike. Of re- 
cent years, they have shown great but 
not very happy inventiveness in the mat- 
ter of curbing profits. Even before the 
war our system of twice taxing profits 
(first in the hands of corporations and 
then in the hands of individuals) was 
taking much of the vitality out of the 
private enterprise system. As if this 
were not enough, organized labor has in- 
creasingly misused its newly acquired 
bargaining power to absorb an undue 
share of the gains of the pioneering busi- 
ness leader. Most labor leaders appear 
to be still genuinely and honestly unaware 
of the fact that the wage gains of small 
groups of laborers are at the expense of 
labor as a whole and of consumers as a 
whole. This conflict between our demo- 
cratic emotions and the logic of capital- 
ism constitutes what is perhaps the grav- 
est threat confronting the system. It is 
a tragic dilemma because democracy it- 
self is very literally the product of pri- 
vate enterprise and in all probability can- 
not survive its destruction. 


Responsibility 


The third assumption is the principle 
of responsibility. Laissez faire assumes 
a quid pro quo in every exchange. The 
owner of productive resources, be he a 
laborer, a farmer, a merchant, a small 
firm or a giant corporation, is supposed 
to give a fair equivalent as measured by 
prevailing market prices in every trans- 
action entered into. This equivalent con- 
stitutes his costs. Whenever the quid 
pro quo is lacking the principle of re- 
sponsibility has been violated. Someone 
is getting something for nothing. The 
injured party must absorb the loss or he 
must pass it on to his friends (charity) 
or to the state (relief), while the other 
party to the transaction secures a gain 
to which he is not entitled. Unless it can 
be shown that these situations are rare 
and quantitatively unimportant the claim 
that the search for private gain effec- 
tively promotes the general welfare is 
seriously weakened. 


Competition or Government Control 


OMPETITION is supposed to guar- 
antee the substantial accuracy of the 
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quid pro quo. Certainly a society which 
intends to rely upon the private enter- 
prise system must see to it that competi- 
tion is effective over as large a part of 
the economic field as possible. Otherwise 
it will be thrown back into the mercan- 
tilistic controls. Even so, competition 
cannot enforce the principle of respon- 
sibility when it comes to certain indirect 
costs and indirect gains associated with 
modern modes of production. These es- 
cape the price mechanism. The State has 
a large role to play at precisely this point 
and it is here that the conservative 
friends of private enterprise reveal that 
lack of discrimination to which reference 
was made earlier. 


A few examples will serve to illustrate 
the principle of responsibility and the 
role of government in enforcing it. The 
problem of compensation for industrial 
accidents immediately comes to mind. 
The human losses involved are part of the 
social costs of getting goods and services 
produced. The common law remedy was 
too slow, expensive and uncertain. The 
liberal state rightly imposes the burden 
on business and the latter converts it in- 
to a predictable burden and covers it in 
operating expenses through insurance. 


Joint Gains and Losses 


ITY zoning provides another illustra- 

tion. It channels private initiative 
and prevents a property owner from util- 
izing his property in such a fashion as to 
reduce the value of nearby properties. 
If the price mechanism permitted these 
owners to measure the extent of the dam- 
age and to collect from the responsible 
party it seems quite possible that there 
would be no need for this limitation on 
property rights. Erosion offers still an- 
other example. We have been and are 
still destroying the precious top-soil of 
this continent at a rate that may reduce 
us to the status of a second class nation 
in another generation or two. The eco- 
nomic life of power dams has been re- 
duced to fifteen years by silting. Rich 
bottom lands have been destroyed and 
floods have carried havoc to properties 
downstream. So far we have discovered 
no better method of coping with this evi! 
than the expensive educational bribes in- 
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volved in various federal agricultural! 
programs. 


The believer in private enterprise does 
the institution a disservice when he op- 
poses such measures out of a misguided 
respect for shibboleths like “the sanctity 
of private property.” Respect for private 
property will not survive if the many 
abuses are tolerated which arise out of 
situations in which individuals escape 
the indirect costs of their actions. 


Distributing the Cost 


HESE examples illustrate the nega- 

tive role of the state in the enforce- 
ment of the principle of responsibility as 
applied to indirect costs. But the state 
may also have a positive role to play when- 
ever an individual enterpriser is unable 
to collect from all those who gain in- 
directly from his activities.. This situa- 
tion is apt to arise when an enterprise 
sheds a multiplicity of benefits, not all of 
which can be individualized and sold for 
a price. The price mechanism works im- 
perfectly in such cases. 


Consequently there is a real possibility 
of underinvestment. A system of dams, 
for example, may improve navigation, 
regularize stream flow, reduce flood dam- 
ages and increase the property values of 
riparian lands far distant from the dam 
sites. Under private enterprise the build- 
ing of dams is limited by the profits to 
be secured from the sale of power, the 
only service which can be individualized 
and sold for a price. The substantial 
indirect benefits cannot be caught by this 
collection device. Government, on the 
other hand, has at its disposal not only 
the price mechanism but the general tax- 
ing power as well. 


Essentially this is the theoretical jus- 
tification for multiple-purpose projects 
such as TVA, Boulder Dam, etc. Road 
building as a public function belongs in 
this same category. Public education is 
also a multiple-purpose activity in which 
there is sure to be relative under-invest- 
ment if exclusive reliance is placed upon 
fees. Public expenditures on health can 
be justified under both the negative and 
positive aspects of the principle of re- 
sponsibility. 


Federal Frontiers 


NFORTUNATELY, these “second- 

ary” benefits defy accurate evalua- 
tion. There is always the danger, under 
pressure of local interests, of pushing in- 
vestment beyond the “social optimum.” 
This over-investment is waste. The 
Keynes-Hansen emphasis on the virtues 
of spending per se as a means of main- 
taining purchasing power greatly in- 
creases the risks that the sound principle 
will be abused. 

One of Government’s main tasks is to 
create an environment conducive to in- 
vestment. We need to recognize, how- 
ever, that there is an important field of 
potential investment in multiple-purpose 
enterprises which can only be opened up 
adequately by a positive public interven- 
tion which may involve a movement of 
the frontier between the private and the, 
public economy into an area which has 
been traditionally regarded as belonging 
to private enterprise. Part—but only 
part—of the misgivings provoked by the 
New Deal is due to this very proper ef- 
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fort on the part of government to occupy 
its legitimate field of activity. 


The Place for Public Works 


OVERNMENTAL programs which 

genuinely promote knowledge, mobil- 
ity and responsibility will strengthen 
rather than weaken the system, and the 
considerable spending involved in their 
execution need not arouse misgivings. 
Business cycle theory further indicates— 
and there is nothing in classical theory 
to the contrary—that as large a portion 
as possible of public spending should be 
massed in depression years with a view 
to mitigating the violence of swings in 
the business cycle. Most units of govern- 
ment should “forward plan” their public 
works programs and time their execution 
in counter-cycle fashion, 
not, however, beyond ac- 
ceptable frontiers set by 
public opinion, simply be- 
cause idle men and idle re- 
sources persist. Expendi- 
tures designed to build up 
and husband the nation’s 
natural resources (conserv- 
ation), and its human re- 
sources in the form of 
health, education, and occu- 
pational skills, deserve high 
ranking as adjustment de- 
vices. Emphasis upon ad- 
justment rather than em- 
ployment renders more ob- 
vious the need of keeping the wage level 
on public works programs in line with the 
wage-paying ability of the private econ- 
omy. 


The Only Kind to Survive 


QUILIBRIUM between saving and 
investment depends as much upon 
the propensity to invest as it does upon 
the propensity to save. Hence a policy of 
strengthening investment is more consis- 
tent with a healthy and vigorous system 
of free enterprise than a policy of dis- 
couraging saving. The more resolutely 
public policy is based on adjustment, the 
more generously can public spending pro- 
ceed within the limitations of a free en- 
terprise economy. 
Every program aimed at stabilization 
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should be capable of satisfying this test 
question: Will it assist individuals to 
make the adjustments which they would 
make if they knew all the available facts 
and possessed the ability to act? 


“Adjustment” and not “security” 
should be the keynote of public policy. 
Security, like happiness, is a by-product 
of human endeavor. In seeking for it 
directly we appear to have increased en- 
ormously the instability and insecurity 
of life in general. Adjustment, on the 
other hand, is dynamic and positive. It 
implies a goal but as long as we are pre- 
pared to maintain the system of private 
enterprise, we shall not have to rely on 
our elected officials to lay down the goal. 
The price system does that. The task of 
our law makers and our officials is to pro- 
vide the legal and social in- 
stitutions which will enable 
us to make the necessary 
adjustments for ourselves. 

This is about the only 
kind of a free enterprise 
system that has a chance of 
surviving in the face of the 
strong egalitarian ethics of 
modern democracy. By 
taking some of the harsh- 
ness out of the adaptations 
required by a dynamic capi- 
talism it would render the 
resulting inequalities more 
acceptable to public opin- 
ion, particularly in view of 
the fact that the system itself, for rea- 
sons inherent in it, operates constantly 
to diminish inequalities. 


Taxing Income and Savings 


O save the system, those who believe 

in it will probably have to reconcile 
themselves to some positive public inter- 
ventions, over and above those already 
mentioned, designed at a moderate re- 
distribution of wealth. Progressive taxa- 
tion cannot save it if we persist in apply- 
ing it in the fashion that has become 
popular of recent years. In this country 
the taxing power, directed equally against 
large incomes and large inheritances, has 
weakened the venture spirit and provoked 


2. Cf., Schumpeter: Capitalism, Socialism & Demo- 
cracy. 
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the “investors’ strike” which the advo- 
cates of indefinite deficit financing cite 
to justify taxing away high incomes. 
Fortunes in the process of formation 
should be treated leniently. That is the 
time when an individual needs the in- 
come in order to be able to venture and 
also the odds which would justify doing 
so. He is in the game for the game’s 
sake; at this stage the goal of leaving a 
fortune is less compelling than that of 
making a success here and now. This 
suggests that the progressive principle 
is appropriate in the taxation of inheri- 
tances while the proportional principle 
should prevail in the taxation of current 
income. I should like to see the corpora- 
tion tax reduced again, as in the begin- 
ning, to a collection-at-the-source device 
in connection with the personal income 
tax and the top rates of the latter dras- 
tically reduced after the war and capital 
gains and losses excluded in the figuring 
of taxable income. 


Isolation Danger at Home and Abroad 


UCH a change would go far to over- 

come the alleged dilemma of chronic 
oversaving. It seems probable, however, 
that the political price we shall have to 
pay is acceptance of levies on estates so 
heavy that a fortune gained cannot be 
maintained unless each inheriting gen- 
eration exhibits the pioneering virtues of 
the founder of the fortune. The private 
enterprise system, even before the era of 
progressive taxation, tended to do that 
very thing. The slogan “It is only three 
generations from shirt-sleeves to shirt- 
sleeves” has always been the reply of the 
believers in the system to the socialist’s 
indictment of inheritance. 


If we can reach a new consensus rough- 
ly along the lines above sketched out it 
seems to me that the private enterprise 
system can look forward to a brilliant 
future. It will repair the damages of 
even this destructive war with the same 
surprising rapidity that it repaired those 
of previous wars. And, thanks to the 
extraordinary technological advances pro- 
voked by the war itself, it can shortly 
carry us into an era of abundance and 
freedom and peace as yet undreamed of. 
lf we fail, however, to arrive at such a 
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consensus, our representatives, yielding 
to one pressure group after another, will 
so fetter the system and so insulate it 
from the world economy that it will con- 
demn us all to poverty and insecurity. In 
the face of these two evils, if the people 
vote for the temporary security which 
some form of national socialism can pro- 
vide, they will discover, too late, that the 
price of security is poverty, loss of free- 
dom and, in the end, again war. 


Hanes Heads Credit Plan 


In the interests of assuring adequate bank 
credit for business and agriculture and par- 
ticularly small business in the post-war pe- 
riod, the Executive Council of the American 
Bankers Association, at its spring meeting 
in Chicago, approved a plan for setting up 
credit pools throughout the country to sup- 
plement the present lending facilities of 
the banks. These pools would be set up by 
local groups of banks in cities, in counties, 
along statewide or larger geographical 
lines depending on the needs of the local 
situation. Their purpose will be to assist 
banks in the making and processing of 
loans and to enlarge the ability of individ- 
ual institutions to handle credits by giving 
them access to pools of credit which could 
collaborate by taking participations or by 
providing insurance or by otherwise help- 
ing to place them, and by arrangements for 
similar cooperation between pools whereby 
credits which cannot be handled for one 
reason or another in one area could be 
channeled to a pool in another area. 

Robert M. Hanes, president of the 
Wachovia Bank & Trust Company, Win- 
ston-Salem, N. C., has been named chair- 
man of the newly created Post-War Small 
Business Commission. 
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DIGEST SECTION 


Highlights of discussions on current economic 
topics from leading publications and addresses. 


SAVINGS AND THRIFT — CRIME OR VIRTUE 


A. L. M. WIGGINS 
President, American Bankers Association 


UR experience in financing this war 

confirms the validity of savings as a 
desirable national policy. Without the 
savings of the American people and with- 
out the investment of such savings in war 
bonds, financing the war would be utterly 
impossible except by the inflation route. 
A large part of our industrial expansion 
has come from corporate savings, the 
withholding from distribution of part of 
the earnings and investing it in new pro- 
duction facilities. In the final analysis, 
all of the wealth that any one has is that 
part that was not spent. But we are 
now told that aside from the war, there is 
nowhere for savings to go except to the 
government to be spent promptly through 
deficit financing. 


There is no doubt but that we are con- 
fronted with the serious problem of how 
to employ the vast increase in savings of the 
people of this country. The problem is not 
acute at the moment because the govern- 
ment is able to absorb all of our national 
savings in the prosecution of the war. The 
government has become, virtually, the sav- 
ings department of our national economy. 
Most of our savings that do not go directly 
to the government find their way into the 
public treasury through savings banks, life 
insurance companies, and other types of 
savings institutions. It is after the war 
that:the problem of employment of savings 
will assume great proportions. The needs 
of government for money will drop to a 
fraction of present needs and there should 
come an end to the demand of government 
for huge sums of new money beyond what 
it will receive from taxation. 


We have but to note the huge increase in 
savings accounts in banks, in savings and 


Before the Savings Conference of the Associa- 
tion, in Cincinnati, March 1944. 


loan associations, in the cash value of life 
insurance policies, and in the increase of 
money in circulation to recognize the size 
of the investment problem in the years 
ahead. A considerable part of the rise and 
volume of demand deposits consists largely 
of savings. They, as yet, are not marked 
for that purpose, but it requires little 
mathematics to show that our huge demand 
deposit structure in this country, when fully 
activated, will be far greater than any pos- 
sible demands that will be required to ser- 
vice the flow of increased current commerze 
and business. 

The striking contrast between the change 
in private debt during World War I and 
the present war is that in the former case 
people generally went further into debt 
whereas during the current war period in- 
dividuals and business institutions alike have 
been paying off debts. Debt reduction in the 
past two years constitutes one of our prin- 
cipal methods of accumulating savings. 


Bankers Should Encourage Saving 


Historically, the bankers have carried the 
torch of thrift and savings. Bankers, more 
than anyone else, should have an under- 
standing of the value of savings to the indi- 
vidual. In recent years have bankers been 
keenly aware of their responsibility to 
preach the gospel of savings? Some of us, 
laboring under the increased difficulty of 
finding profitable investment for savings 
funds, have become rather coldly receptive 
to savings accounts. We have found it 
necessary to reduce interest rates and there 
are some cases in which commercial banks 
have discontinued their savings departments 
entirely. Such an action on the part of 
bankers is a clear advertisement that they 
are no longer interested in promoting sav- 
ings nor in providing machinery whereby 
savings may be utilized profitably. 

All of us recognize the problem of the 
employment of savings funds and the re- 
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duced income from loans and investments, 
but have not some of our commercial banks 
gone too far in reducing interest rates on 
savings accounts and in placing restrictions 
on the amounts of such accounts on which 
they will pay interest? Have we not allowed 
our problems as managers of these funds 
to dull our interest in promoting our sav- 
ings departments? Are we allowing our- 
selves to surrender the leadership in this 
field to other types of institutions? We 
must not surrender that leadership. It is 
not a matter of the profit of today but it is 
a question of maintaining the vigor of our 
leadership in the promotion of savings as 
one of our responsibilities as bankers. 


Government or Private Use of Savings 


The basic question in the post-war years 
is whether or not savings are to be invested 
and managed within our private enterprise 
system or whether they will be turned over 
to the government. Will the pattern laid 
down by the necessities of war, under which 
practically all savings are in the U. S. 
Treasury, become the post-war pattern? 
The answer to that question rests largely 
with the men and women who manage and 
direct our savings institutions, our banks, 
insurance companies, and investment houses. 

We shall have, at the end of the war, the 
largest reservoir of savings in history. It 
may become a stagnant pool, lifeless, inert, 
non-productive. In that event, government 
may undertake to siphon savings off and 
use them not only for public works, but for 
houses, for loans to business, and even for 
operating costs of government. On the other 
hand, this backlog of savings may be ener- 
gized through employment in the field of 
private investment, private credit, and ven- 
ture capital that will multiply business ac- 
tivity, increase national income, and add to 
purchasing power. 

The primary employment of these funds 
rests with the owners. They can take risks 
if they choose, with resultant profit or loss, 
but many of them will choose to leave their 
funds with the savings institutions. There 
is where our responsibility begins. Unless 
we, as bankers, have the courage and the 
faith and the energy to employ these funds 
constructively, to create business, to pro- 
vide employment, and to increase the flow of 
goods to the consumers, we are inviting 
stagnation and economic strangulation. 


An undue accumulation of dead savings 
may prove to be a millstone around the neck 
oi our private economy. It is the use to 
which savings are put that will determine 
the desirability of savings in our national 
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economy. It is to that use that we should 
now give our most careful consideration and 
begin to make plans at once for the post- 
war period. 

At present we may be glad to devote 
these funds to the war effort through the 
purchase of government securities, but such 
a program after the war will destroy the 
vitality of our savings institutions. The 
choice private capital must make is whether 
it will do the job itself or not. If not, it 
will be called on to furnish the government 
with the funds and government will do the 
job. In that event, credit institutions will 
become little more than government bond 
coupon-clippers. There will be little need 
for expert management in such institutions. 
It seems to me that our problem and re- 
sponsibility are quite clear. We must seek 
out and find and develop avenues of con- 
structive, direct lending. I know of no more 
important question that every one of us 
can ask ourselves today than—what plans 
have we to invest savings funds after the 
war, other than the purchase of government 
securities ? 


Outlets for Savings 


Where can we find markets for the pro- 
duct of the increased employment of capi- 
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tal and of labor? For many years, we have 
failed to replace the depreciation of our 
fixed assets: plants, machinery, buildings, 
homes, equipment of all kinds. That is an 
immediate backlog of productive investment 
opportunity. Millions of our people want 
and do not have adequate housing and the 
conveniences of a modern home. Millions 
have never reached the point of adequate 
nutrition, to say nothing of their desire for 
modern conveniences in their homes, auto- 
mobiles, electrical devices, and adequate 
heating. Today, while we are thinking of 
the potentialities of foreign markets 
throughout the world, we fail to recognize 
the potentialities for increased markets at 
home. 

It is within the realms of reasonable pos- 
sibility to increase substantially peace time 
production and consumption in this country 
and it can be done only through an in- 
vigorated and highly energized private en- 
terprise system. 

There are two present serious obstacles 
in the way. In the first place, private en- 
terprise from its very nature requires a 
faith that will move men and women to in- 
vest in the future and to take risks with 
their money. The very name, private enter- 
prise system, indicates enterprise, energy, 
aggressiveness, risk taking, pioneering. If 
we are not to succumb to the philosophy of 
despair, there must be a revival of the spirit 
of accomplishment, of seeking new fields to 
conquer, and of progress. 


Revise Tax Laws 


One of the chief deterrents to maximum 
private effort is our tax laws. No tax sys- 
tem is entirely satisfactory to every one, but 
any system that penalizes risk-taking is a 
brake on incentive. Any tax system that 
makes a taxpayer absorb his losses out of 
his own pocket but requires him to share 





The modern 


Equitable’s 
equipment and broad exper- 
ience are a combination which 
many out-of-state trust in- 
stitutions employ with satis- 
faction. 


enti ny .W:78 - 


TRUST COMPANY 
WILMINGTON, DELAWARE 


TRUSTS and ESTATES—May 1944 


his gains with the government discourages 
the taking of risks. The Federal Govern- 
ment has made a slow but inadequate start 
to remedy that situation but has not faced 
the issue squarely. There should be a sev- 
eral-year carry forward and backward of 
income gains and losses on which the tax 
should be levied only on the net gain. It is 
only the income after losses that is true in- 
come. Multiple taxation on the same dollar 
of income becomes almost confiscatory. 
Other desirable tax provisions might include 
credit for constructive and productive uses 
of income. 

Policies of government and plans for the 
post-war should be such as to inspire confi- 
dence, rather than to multiply our fears. It 
is no secret that investment capital is afraid 
of government. It fears the increased cen- 
tralization and the multiplication of powers 
in Washington. It fears the direct competi- 
tion of government with private capital 
through direct. investment and through the 
use of subsidies and tax exemption. 

And so we face the turn in the road 
ahead, having a common interest with every 
segment of our economic life—capital, labor, 
management, the well-being of the indivi- 
dual and of our whole social order. Either 
we take the right fork of the road, the vig- 
orous, dynamic, expanding, risk-taking road 
of private enterprise, or we surrender to a 
riskless, spiritless, deadening mediocrity, 
that some people call state socialism. 


THE RETURN OF OPPORTUNITY 


Edited by WILLIAM R. KUHNS. Harper & Bros., 


New York. 399 pp. $3.00. 


Mr. Kuhns, editor of Banking, has gath- 
ered the opinions of leaders in some 150 
industries on the question: “What oppor- 
tunities will there be in your business after 
the war?” The outlook is most favorable 
at the same time that the observations are 
“always well hitched to this excellent earth 
and not to... the moon or the Milky Way.” 


The contributors, nationally known fig- 
ures, stress new vocatioffal opportunities, 
products and processes, and the impact of 
technological changes. Their constructive 
approach in turn will stimulate constructive 
thinking by the reader. 


0 
The right to private ownership of proper- 
ty shall be inviolate, as shall the rights of 


equal opportunity in industry and in the 
economic field—Marshal Tito. 
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HE stronger stabilization measures 

now in effect have succeeded because 
they have had the support of the Ameri- 
can people. Throughout this period, to 
be sure, voices have been raised against 
one part or another of the program and 
even against the entire policy. Those 
voices have become fewer and have been 
heard less frequently. 


Stabilization has brought tangible—indeed 
bankable—benefits to all groups. Corpora- 
tion profits, both before and after taxes, 
rose in 1943 even above the record-breaking 
levels of 1942. The net income of farm 
operators similarly moved up to the second 
successive all-time high. While basic wage 
rates have been firmly held, average weekly 
earnings have moved up to new high ground. 
With the cost ‘of living stable, these earnings 
have not been frittered away by rising 
prices. Stabilization has paid off on every 
hand—and in lasting rather than illusory 
benefits. 


It has been of particular benefit to the 
more than twenty million people among us 
whose incomes cannot be increased to keep 
pace with rising prices. The families of our 
fighting men, the low-paid unorganized 





ITHOUT the risk of capital by in- 
dividuals, private corporations and 
banks, there would be no progress. Flor- 
ida has been developed by two kinds of 
risked capital. First, capital risked on 
a sound and prudent basis. Second, 
capital risked on a venturesome basis. 


When there have been periods of abnormal 
growth and development in Florida, ven- 
turesome capital has over-extended itself. 
When there have been periods of depression 
in our state, there has been a lack of both 
sound and risked capital and venturesome 
risked capital. We therefore realize that 
when we retreat from risk, we retreat into 
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workers, the school teachers and other Gov- 
ernment employees, the persons living on 
old-age and retirement pensions—all these 
have found in the ‘hold-the-line’ policy the 
protection which was promised them in the 
stabilization act. 

We must not jeopardize these gains by 
any change of policy or relaxation of effort 
in the critical months ahead. All the under- 
lying conditions which could cause a sharp 
rise in prices are still present. The best 
estimates now available indicate, for ex- 
ample, that the gap between the income of 
the American people after taxes and the 
volume of goods available for them to buy 
will be even greater this year than it was in 
1943. Pocketbooks and checking accounts 
are bulging with money which could make 
it difficult to hold prices down if we went 
on a nation-wide buying spree. 

The need for continued restraint and con- 
tinued cooperation with every phase of the 
stabilization program is evident. Obvious- 
ly, too, we should cling to the policies and 
machinery which have served us so effec- 
tively thus far. 


Fred M. Vinson 
Chester Bowles 
Marvin Jones 
William H. Davis 


inactivity. This has not only been the record 
of Florida, but it has been the record of 
the nation for over 150 years. 


Coupled with both kinds of risked capital 
goes competition. There are no greater 
forces in the development of a state or na- 
tion than that of risked capital and com- 
petitive enterprise. 


I know of no group better qualified to 
assist in the balancing of these two forces 
than the bankers. The people as a whole 
look to their local banker to point out the 
hazards involved in the risk of the invest- 
ment of their capital, and, in a great many 
instances, to point out to them in an ad- 
visory capacity the pitfalls involved. To 
do so might be termed a selective process, 
and for over a century this selective pro- 
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cess, both in the supplying of risk capital 
and acting in an advisory capacity, has 
proven sound and has sustained freedom of 
enterprise. 

There is a great distinguishing point be- 
tween a bank lending its depositors and 
stockholders funds and a federal agency 
lending taxpayers money. Once the true 
story is known, the average individual will 
not expect his local bank to compete with 
an unlimited reservoir of taxpayers’ money. 

There has been a tendency on the part of 
some bankers to rely upon partially federal 
guaranteed loans. If we continue to ask for 
government guaranteed credit risks, or par- 
tially guaranteed credit risks, we are plan- 
ning our own downfall, for federal guaran- 
teed credit risk means the taking of risk out 
of loans, thereby eliminating the justifica- 
tion for the existence of our private bank- 
ing system. 

There is another side to government com- 
petition with the banks and private enter- 
prise other than that of lending of taxpay- 
ers money and the guaranteeing of semi- 
hazardous loans. This other side has shown 
up in the form of subsidies. 
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When the taxpayers money is used by 
the government to subsidize private interest, 
it has the same effect as a drug, because it 
dulls personal initiative, stifles individual 
enterprise, and clouds vision. We should 
never allow ourselves to become a nation of 
people continuously looking for hand-outs 
from the government. If we do, we will sur- 
render our freedom and become vassals of 
the state. We bankers must earnestly do 
our part to prevent such a tendency, and to 
do so, we must not shy away from our duties 
and responsibilities. 


Robert V. Fleming, president and chair- 
man of the Riggs National Bank, Wash- 
ington, was elected president of the As- 
sociation of Reserve City Bankers, to suc- 
ceed Mark A. Brown. Walter Kasten, pres- 
ident of the First Wisconsin National Bank, 
Milwaukee, was elected vice president to 
succeed J. H. Frost, president of the Frost 
National Bank of San Antonio, Texas. 
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POST-WAR EFFECT OF GENERAL WAGE INCREASE 


JULES BACKMAN 


Dr. Backman, who is economics editor of Trusts and Estates, has been 






acting as director of studies for the steel industry, in connection with the 
vital case now being heard to break the Little Steel formula. This is a 
digest of his testimony before the special War Labor Board panel which is 


hearing this case.—Editor’s Note. 


HE granting of a general wage in- 

crease at this stage of the war effort 
would have serious repercussions upon 
our national economy. Five major con- 
sequences may be noted: 


1. A general wage increase will follow 
a steel wage increase. 

2. Higher wages mean higher war 
costs. 

3. Strong inflationary forces will be set 
in motion. 

4. A general wage increase will create 
new distortions in the economy. 

5. Post-war distortions will be created. 


Actions and policies which have thus far 
been adopted during the war and proposed 
general wage increase will have a profound 
effect upon our national economy in the 
costs of transition and postwar disloca- 
sustain a high level of employment. Im- 
portant factors in this post war picture 
will be the cost structure of industry, the 
availability of adequate funds to meet the 
costs of transition and post-war disloca- 
tions, the competitive position of American 
industry in international markets, the size 
of our national debt and the tax burden 
necessary to carry it, and the extent to 
which uneconomic dislocations in industry 
have been introduced. 


There seems to be no question that the 
effect of meeting the demand for higher 
wages will be to increase the cost of pro- 
duction. Labor costs of the nation’s pro- 
duction of goods and services represent 
some 70 percent of total costs—and it is 
this cost that it is proposed to increase, and 
without any increase in the prices of the 
products that labor produces. Labor costs 
per man hour in the steel industry have in- 
creased by 32 percent since 1939, while 
steel prices have not increased. It was pos- 
sible to cover these higher wage costs in 
the early part of our defense program by 
the increased war time volume of steel com- 
rany sales. Increases in wage costs since 













this peak of production was attained, how- 
ever, have not been offset by lower unit 
overhead costs. This changing situation 
has been reflected in the declining profits 
reported for 1942 and 1948. Any further 
increase in labor costs must therefore ren- 
der the disparity even greater when the 
volume of operations is lower. A similar 
situation prevails in other industries as 
well. 


We are faced with the prospect sooner 
or later of trying to carry into a period 
of lesser production, the labor costs already 
so high as to be sustainable only under 
maximum production. The additional costs 
resulting from new direct or indirect wage 
increases squarely present the question of 
where is the money going to come from 
to pay for such wages in those periods 
when customers have stopped fighting a war 
and may not want as much steel and other 
products as they do now. Full employment 
in pursuit of peace time production does 
not necessarily mean production at the 
peak levels required to supply guns, bat- 
tleships, tanks and other war equipment to 
a nation at war. The people may want 
other things in fuller measure. The central 
problem will be how to meet labor costs 
that are sustainable only under peak pro- 
duction, when there isn’t peak production. 


These observations are directly pertinent 
not only to the direct wage increases in- 
volved under the 17 cent demand and the 
indirect wage increases attending the grant- 
ing of the other demands but also to the 
demand for a guaranteed annual wage. The 
Union in painting its pictures of the post- 
war benefits to flow from the increased and 
guaranteed payments to be received by its 
members, fails to deal not only with where 
the money to meet its demands is to come 
from, but also with where post-war jobs 
are to come from. 


Employers undertake to supply the tools 
of production and hire labor to operate 
them when the difference between the costs 
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they must incur and the receipts from cus- 
tomers will, in their judgment, leave a 
margin justifying their taking the risk that 
the margin might turn out to be minus. If 
the biggest cost of all—namely labor—is 
forced up to squeeze out the margin, then 
there is nothing more certain than that 
employers will be forced to retrench rather 
than expand their proffering of jobs. Labor, 
like anything else, can price itself right out 
of a market. 


In yet another way, the granting of the 
demands for higher wages can mean fewer 
jobs in peace-time. The receipts from cus- 
tomers that are not paid out in costs or 
dividends represent resources withheld from 
current expenditure against later expendi- 
ture. These sums defer demand in markets 
from today until tomorrow. Their presence 
is one of the hopes for sustaining produc- 
tion in the post-war period. 


The transfer of these funds to wage 
earners will dissipate their sustaining power 
for the period after the war. In short, to 
transfer income or resources from those 
who are saving them to those who assert 
they must spend them is to load on to the 
war period a demand for civilian goods that 
would otherwise appear after the war. The 
grim futility of this procedure lies in the 
fact that while the war is being fought no 
more civilian goods can be made available. 
So this spending during the war can only 
contribute to wartime inflation and post- 
war deflation. 


A further post-war problem attending 
the raising of industrial wages and pro- 
duction costs at this time may be noted. 
This is the significant disparity that has 
developed between the pay of industrial 
workers and most of the other income 
groups in the community. The present pro- 
posals look towards still further widening 
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the disparity that has already grown great, 
and then freezing it into the post-war 
period. Surely it is in the interest of the 
whole community, including, most of all, 
labor itself, that the consequences of these 
measures be considered, lest inadvertently 
the granting of these demands results in 
fastening chronic unemployment on the na- 
tion in peace time. 


A word needs also to be said about post 
war international effects of increased costs 
of steel production in America. A con- 
siderable proportion of exported manufac- 
tures require steel. We have no control 
over foreign labor costs. If we raise arbi- 
trarily the cost of producing steel, it may 
well contribute to weakening the competi- 
tive position of the fabricators of steel in 
foreign markets, thus tending to produce 
unemployment in those industries. Higher 
wages for steel workers can thus be at the 
expense of the later employment of workers 
in fabricating industries, reacting back, of 
course, upon thier own later employment 
opportunities. 


War wrenches the economy. It does so 
with such violence that various regulatory 
means are instituted to'deal with the mal- 
adjustments created. Presumably the pur- 
pose of those regulatory instruments is to 
preserve insofar as possible the proven 
relationships of peace time, in order that 
after the war the peace time production can 
be smoothly resumed. Among the malad- 
justments that have developed are the rela- 
tively much greater advances in wage rates 
than in product prices. Labor is demand- 
ing not that these disparities be lessened, 
but that they be further aggravated and 
then frozen into the future. This is not the 
road to resumption of competitive produc- 
tion, prices, wages and individual economic 
freedom. 
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WHAT IS NATIONAL INCOME? 


Letter of The Royal Bank of Canada, April 1944 


TWXHE term “National Income” has as- 

sumed, of late years, something of the 
mystic significance that “Coueism” had 
for a preceding generation. Some people 
look to it for salvation from all the ills 
of human life and economic disturbance. 
They regard “National Income” as a 
cure-all. 

It is only within the memory of this gen- 
eration that the idea of measuring a coun- 
try’s progress by the National Income yard- 
stick has emerged. Most countries are 
today trying to construct estimates, but 
unfortunately, not many of them agree on 
what basic measurement to use. In almost 
every brief on post-war conditions, one 
finds references to the anticipated or ideal 
National Income. In addition, to support 
their claims for a larger share of the in- 
come, various groups bring forward statis- 
tics to show that they are discriminated 
against, either by the lowness of original 
income or the impact of taxation. 


Those who use the National Income 
measuring rod on the economic machine 
should have a clear understanding of its 
possibilities and its limitations. Economics 
is not a set of solemn laws and principles: 
it is what happens when one buys a pair 
of shoes or invests $50 in a Victory Bond. 
The economic machine is a name for all 
those things which people do to provide 
themselves and their families with food, 
houses, clothes, medical attention, tickets 
to the movies, and the other goods and ser- 
vices they use. This economic machine ‘is 
made up of farms, factories, railroads, 
power lines, retail stores, banks, money, 
and the work of employed people, plus the 
meals, clothes, schools and beds for all of 
us. As a gauge of the success of this 
machine, the National Income is the most 
efficient formula yet devised. But, while 
a measure of the National Income is funda- 
mental to the study of most national eco- 
nomic problems, care must be taken not 
to worship the golden calf instead of the 
reality of which it is a symbol. 

The estimates of National Income can 
measure the flow of money at three differ- 
ent levels: payments made by productive 
organizations to individuals for their con- 
tribution in the form of personal effort or 
ownership; the payment made by individ- 


uals for goods and services for consump- 
tion; and the savings invested in projects 
which add to the productive equipment. 


The starting point for all National In- 
come calculations is the gross national out- 
put, which is, in short, the market value 
of all the goods and services produced. That 
figure is, in itself, significant as a measure 
of capacity to produce. From it must be 
deducted depreciation and taxes, which add 
to retail prices but do not represent real 
production. The same thing must not be 
counted twice. . True net income is found 
by deducting from the gross income the 
outpayments connected with its production. 


Where does the National Income come 
from? Well, there are material resources 
and human resources. Take into consider- 
ation our vast forests of merchantable 
timber, our mines of valuable metals, our 
coalfields and our waterpower, our acres 
of fertile agricultural land, and our fishery 
resources of two oceans and inland seas. 
These give a measure of the places from 
which we may draw the things needed for 
the comfort of our people. Then add human 
resources: engineering skills, mechanical 
inventiveness, organizing ability, and 
labor with a status enhanced by a high de- 
gree of education, initiative and technical 
training. 

Value is created by organized application 
of capital to land and resources through 
workers of various kinds. No one can pre- 
sume to say that so much of the output is 
produced by the capital, so much by the 
resource being developed, and so much by 
this and that class of worker. The whole 
effort enters into National Income, and as 
the total volume of production goes up, so 
does the income of the worker and the 
farmer. Moreover, individual average pro- 
ductivity tends to rise, because technological 
improvements and increasing capital per 
employee make possible a larger output per 
man-hour; economies conducive to greater 
production are constantly being evolved by 
industrial organization; and improved 
standards of education and nutrition in- 
crease the worker’s efficiency. 


While the National Income is, presented 
for statistical purposes in money terms, it 
is not money. The dollar sign is merely a 
common denominator for all the food, cloth- 
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ing, shelter, travelling, education, and 
amusement of all the people. The real in- 
come is the goods and services produced to 
satisfy the nation’s wants. Most people 
who receive an income contribute to pro- 
duction either in their own persons by their 
work, or as owners of property which aids 
production. Things are obtained by ex- 
change, and it is only because our exchanges 
are made through the medium of money 
that we have any difficulty in perceiving 
that an increase ‘in supply is (not 
“causes”) an increase in demand. 

A corollary of this principle is that goods 
and services which do not pass through the 
market are not included in the computation 
of National Income. For instance, the 
value of services of housewives is excluded, 
as are income from illegal pursuits, capital 
gains or losses, gifts to charity, relief pay- 
ments, and other forms of income which 
do not result from current production. On 
the other hand, account is taken of the 
value of home-produced food consumed by 
farm families, since this is an undeniable 
form of income to the farmer, and the esti- 
mated net rentals on owner-occupied houses, 
because the occupants receive a real income 
in the form of shelter. 

Money income is affected by price levels, 
which have undergone wide changes in the 
past thirty years. The direct comparison 
of National Income by years in terms of 
dollars of those years is bound to mislead, 
because the purchasing power of the dollar 
is always changing. Total National In- 
come is not all-important. Many people 
who talk glibly about the income needs of 
Canada fail to take distribution into ac- 
count. The drift of economic thought for 
several generations has been toward the 
idea that there is no real necessity for ex- 
treme poverty, although there will always 
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be differentials caused by relative energy, 
initiative and skill of individuals. Any 
diminution of indigence which can be at- 
tained without sapping the springs of free 
initiative and strength of character is 
eagerly sought by all responsible men as a 
clear social gain. There is a growing de- 
votion to public well-being on the part of 
more successful people, and a spreading con- 
sciousness of the spirit of social chivalry. 
The working man of today has comforts and 
luxuries which were rare or unknown among 
the richest of a few generations ago. The 
children of each grade of population are 
pressing upon the children of higher grades, 
so that classes are today overlapped and 
widening in the higher grades. 


It is ridiculous to make a forecast of 
what the National Income will be or should 
be in the post-war period. Some are fond 
of declaring Canada “must” have a Na- 
tional Income of from $7 billion to $9 
billion, figures which vary from 50 per 
cent to 90 per cent higher than the highest 
pre-war National Income. The National 
Income cannot be increased by thoughts or 
wishes, however’ exalted, unless’ these 
thoughts and wishes can be transmitted in- 
to actions as applied to increased produc- 
tion to be sold in expanding markets. 


F.D.I.C. Bank Assets Soar 


Commercial banks insured by the F.D.I.C. 
increased their government holdings $17,- 
982,000,000 in 1943 to bring this total to 
$58,694,000,000, according to Chairman Leo 
T. Crowley’s report. Total assets reached 
a record high of $112,246,000,000. 


Investments in obligations of states and 
other political subdivisions declined $246,- 
000,000 to $3,288,000,000, while holdings of 
other securities dropped $402,000,000 to 
$2,697,000,000. Loans and discounts were 
at $18,843,000,000, a decline of $63,000,000 
from the 1942 year-end figure. 


O 


Heads War Finance 


Frederick W. Gehle, vice president of the 
Chase National Bank has been appointed 
executive manager of the War Finance Com- 
mittee of New York, by Secretary Morgen- 
thau. Mr. Gehle has been associated dur- 
ing the past 4 years with the Finnish, Brit- 
ish, Belgian, and Greek War Relief Cam- 
paigns. 
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N attempting to project the amounts 

of government securities which the 
commercial banking system might be 
called upon to absorb this year, the fol- 
lowing table summarizing the changes in 
ownership during the past three calendar 
year affords a starting point: 


Ownership of U. S. Government Direct and 
Guaranteed Obligations 


(In Millions of Dollars) 
Outstanding Change During Years 


12-31-43 1941 1942 1943 
Total interest bear- 
ing debt ................$168,700 +13,408 +47,823 +57,100 
Less govt. agencies 
POs We. eccstcerecs 


16,900 + 1,809 + 2,810 + 4,700 





Total in hands of 

IIE snd rccsacnercses 151,800 +-11,599 +45,013 +52,400 
6,100 + 480 + 860 + 1,500 
14,700 + 1,100 + 3,000 + 3,700 


‘Mutual savings bks. 
Insurance co’s ...... 





Other nonbanking 
SO eee 58,900 + 5,800 +17,800 +22,600 
Total nonbanking 
IEE siccnicscccctens 79,700 + 7,380 +21,660 +27,800 


Federal reserve bks. 11,543 + 70 + 3,935 + 5,400 
Commercial bks. .... 60,600 + 4,030 +19,550 +19,200 





Total banking 


holders .... 72,100 + 4,100 +23,485 +24,600 


Current trends of Treasury receipts and 
expenditures suggest that the amount to 
be raised through borrowing this calendar 
year may be substantially less than the 
budget forecast. The heavy tax receipts 
in March indicate total net receipts (ex- 
cluding social security) in the first quarter 
in the neighborhood of $11.6 billions, repre- 
senting an annual rate of $46.4 billions. 

Government expenditures, which have 
risen somewhat recently, due to a stepping 
up of war outlays, represent an annual rate 
of $96.4 billions. Thus should the first 
quarter evel of both receipts and expendi- 
tures be maintained through the year, the 
budget deficit would be lowered to $50 bil- 
lions, and the total deficit including agencies 
to $52 billions. It is also possible, of 
course, that war expenditures. may decline 
somewhat later in the year. 

Of $52 billions cash requirements, some 
$5 billions would be covered by government 
trust funds. If nonbanking subscribers 
should take the same amount of new gov- 
ernment obligations as last year, or $28 
billions, the amount the commercial bank- 
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National City Bank Bulletin of Economic Conditions, April 1944 






ing system would have to take would be 
reduced from $25 billions to around $19 
billions. The goal is to reduce this still 
further, by economy in expenditures and 
by selling more bonds to nonbanking holders, 
to be paid for out of current income. 


Such an expansion of credit would, of 
course, affect the reserve position, both of 
the commercial banks and of the Federal 
Reserve Banks. Assuming for the sake of 
round numbers that net purchases of gov- 
ernment securities by the commercial banks 
plus Federal Reserve in calendar 1944 
amount to $20 billions, this would, other 
things being equal, create $20 billions of 
additional bank deposits. At current aver- 
age legal ratios for the member banks, the 
reserve requirements of the commercial 
banks would be raised by approximately 
$3.2 billions. 


Actually, the increase in deposits would 
be cut down by the extent to which de- 
posits are converted into currency for 
domestic use, or into gold for export or 
earmarking for foreign account. The in- 
crease in currency is still running at the 
rate of almost $5 billions a year, with gold 
exports and earmarkings at the rate of $1 
billion a year. Should these trends con- 
tinue, the total bank deposit increase in 
1944 might instead of $20 billions be but 
$14 billions, requiring $2.2 billions addi- 
tional reserve. Adding to this the reserves 
needed to make good the losses due to cur- 
rency and gold movements would make the 
total of additional reserve required $8.2 
billions. 
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POST-WAR ADJUSTMENTS IN CANADA 


G. F. TOWERS 
Governor, Bank of Canada 


Digested from his annual report to the Minister of Finance, Feb. 10, 1944. 


HE magnitude of the adjustments 

which Canada will face in maintain- 
ing high employment after the war can 
be indicated in simple terms. In 1939 
about 4,000,000 Canadians were gainfully 
occupied and at least 300,000 who were 
available for work were not employed. 
By the end of 1943 the gainfully occupied 
population had risen to approximately 
5,100,000 but about 1,900,000 of these 
were engaged in the armed forces, in 
supplying the weapons of war, or in pro- 
ducing the food required for special war- 
time exports. 

The number available to meet civilian 
needs had therefore fallen to about 3,200,- 
000, but at the same time the average stand- 
ard of living had risen materially and was 
probably higher than it had ever been. This 
increased output of-consumption goods by 
a smaller working force can be accounted 
for in part by longer hours of work, favor- 
able crop conditions and the abnormally 
small number now employed in private capi- 
tal development and maintenance work. An- 
other important factor, however, has been 
the improvement in production techniques 
worked out under the stress of war. 

After the war, some of those who are now 
employed will voluntarily withdraw from 
the working force, and the armed services 
may be maintained at a level considerably 
above their pre-war strength. It seems 
likely, however, that at least 4,700,000 work- 
ers will be available for employment in 
civilian jobs, or at least 1,500,000 more than 
the number employed in that sector of the 
economy at the present time. A working 
force of this size, at present rates of effi- 
ciency, will be able to produce a vastly 
greater volume of civilian goods and ser- 
vices than Canada has ever known before. 


By the same token, a vastly increased vol- 
ume of consumption and capital develop- 
ment will be necessary if this output is going 
to be fully absorbed and high employment 
maintained. The adjustments required will 
clearly be of unprecedented magnitude, and 
bold planning on the part of labor, farm 
and business organizations, as well as gov- 
ernments, is urgently needed. 


One of the many difficult problems to be 
faced in this connection concerns the prob- 
able future of international trade. Should 
this country count on maintaining or ex- 
panding production in specialized lines 
where she has a competitive advantage, with 
a view to increasing her exports above the 
pre-war level? Or should Canada orient 
her economy further towards self-suffi- 
ciency, deliberately building up high-cost in- 
dustries which depend for their existence on 
some form of subsidy from the community 
at large? 


This country has a greater interest than 
almost any other in following the first 
course if it is in fact open to her. Internal 
adjustments will be required under either 
alternative but they would undoubtedly be 
less fundamental and painful under the first. 
Moreover, the specialized character of Can- 
ada’s resources, and her relatively small in- 
ternal market severely restrict the standard 
of living which she can achieve without the 
benefit of a large export and import trade. 
Her choice will, however, necessarily depend 
on whether other countries, too, are willing 
to give international trade a chance. 


The man who knows how, will always 
have a job. The man who knows why will 
be his boss.—The Carpaco Bugle. 
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NATIONAL INCOME AND NATIONAL 
PRODUCT IN 1943—The Survey of Current 
Business for -April 1944 contains an ex- 
tensive analysis and detailed tables show- 
ing the size of the national income and its 
distribution to various groups in the econ- 
omy during the past few years. The tables 
show, in addition, data for annual wages 
and salaries in 29 non agricultural indus- 
tries, savings, national income by industrial 
divisions, and payments to individuals. War 
expenditures have remained relatively stable 
since the second quarter of 1943 and have 
averaged about 45% of the gross national 
product. The authors of this article, Milton 
Gilbert and George Jaszi, conclude “There 
has been established an economic pattern 
which would prevail in its broader outlines 
for the duration of the full scale war effort, 
barring of course, radical changes in mili- 
tary requirements or in the level of prices.” 


A STATIC ECONOMY?—It is_ not 
enough to talk about economic security and 
then pursue policies which promote inse- 
curity . . . There are false prophets who 
for years have been telling us that America 
has ceased to grow; that its period of vigor 
is over. They would have us believe that 
our economy has become mature. They say 
it is static, that it can continue to function 
only by constantly taking ever more expen- 
sive patent medicines. Yet these same peo- 
ple now talk glibly of a WPA for all the 
rest of the world. 


To hear them talk, Uncle Sam must play 
the role of a benevolent but slightly senile 
gentleman, who seeks to purchase the good- 
will of his poor relations by distributing 
among them the dwindling remains of his 
youthful earnings. 


I utterly reject that proposition. Amer- 
ica is still young, still vigorous, still cap- 
able of growth. Certainly we shall play the 
part of a good citizen in the community of 
nations. This we shall do because it repre- 
sents the practical idealism for which Amer- 
ica has always stood and because it is good 
hard common sense. Good-will cannot be 
bought with gold. Good-will flows irre- 
sistibly to the man who successfully man- 
ages his own affairs, who is self-reliant and 
independent, yet who is considerate always 
of the rights and needs of others. 


Gov. Thomas E. Dewey, before American News-_ 


paper Publishers Assn., April 28, 1944. 
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SMALL BUSINESS—Among the national 
measures urged by the Committee for Eco- 
nomic Development to aid small business, 
are: 


1. Special consideration in the termina- 
tion of war contracts and disposal of gov- 
ernment-owned plant and surpluses, and fair 
treatment in the post-war allocation of ma- 
terials; 

2. Smaller firms able to reconvert to 
peacetime production more rapidly than 
large establishments be not required to wait 
until the latter are ready for production; 

3. Local aid in financing; 

4. Exploration of possible provision for 
adequate tax relief; 

5. Dissemination of information on mod- 
ern business techniques and various new de- 
velopments in business operations through 
joint efforts of the Federal and State gov- 
ernments, educational institutions and busi- 
ness. 


6. Special encouragement for returning’ 


servicemen to go into business for them- 
selves after the war, with increased 
emphasis placed by educational institutions 
on “the desirability of independent busi- 
ness as a career.” 





THE IMPORTANCE OF SMALL BUSINESS IN U.S. A. 











employing less than !00 workers each 
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employ 45% of all workers 








o 0 @ 6 





COMMITTEE FOR ECONOMIC DEVELOPMENT 


CENTRAL RECONSTRUCTION FUND 
—Charles S. Dewey of Illinois has intro- 
duced House Joint Resolution 226 “To pro- 
vide for a central reconstruction fund to be 
used in joint account with foreign govern- 
ments for rehabilitation, stabilization of 
currencies, and reconstruction, and for other 
purposes.” The proposal differs radically 
from the Keynes and Treasury (White) in- 
ternational clearing union and banking plans 
which have been under discussion for sev- 
eral months. 

Whereas those plans provide for interna- 
tional bodies which would have the power to 
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tell the United States when, how, and the 
extent to which, United States funds shall 
be used, and lost, in international financing 
and clearing, the Dewey proposal keeps the 
extent of United States participation in 
such affairs entirely in the hands of United 
States officials acting under authority of 
Congress as provided in the Constitution. 
Both the Keynes and White plans call for a 
delegation of authority over monetary af- 
fairs to an international body which Con- 
gress, under the Constitution, cannot legally 
authorize. 

The Dewey Resolution provides for a re- 
construction fund to be divided into two 
accounts: (1) a revolving fund account to 
consist of not over $500,000,000; and (2) an 
administration account, to consist of 
amounts to be appropriated for adminis- 
trative expenses incident to carrying out 
the provisions of the Resolution. Under this 
Resolution, the Board (American) in charge 
of the revolving fund may extend aid to 
various countries where the objectives are 
sound economically, and only if the gov- 
ernment receiving the aid will authorize the 
supervision of the use of the credit by a 
representative of the American creditors 
approved by the Board. It is far removed, 
in principle, from the Keynes and White 
proposals; once either of these plans is 
launched, United States funds can be lost 
in a wide variety of ways without the 
American people having anything to say 
about the matter. 


Monetary Notes, Economist's National Committce 
on Monetary Policy. 


POST-WAR LOCATION OF MIGRANT 
WORKERS — Twenty-three per cent of 
America’s city-dwelling families who moved 
into smaller towns when they took war- 
plant jobs, plan to remain in their adopted 
communities after the war, according to a 
national-wide survey of 48,000 heads of 
families in war plant communities, con- 
ducted by Denson-Frey & Affiliates, Inc., 
New York labor and public relations coun- 
selors. Fifty-nine per cent of the families 
are planning to go back to their homes in 
the city after the war while eighteen per 
cent are undecided whether they will stay 
in their present adopted towns. 

“Families formerly living in city apart- 
ments who never owned automobiles will 
become new post-war car-owners. They 
will do their own laundry and will for the 
first time purchase washing-machines and 
countless other types of household and elec- 
trical equipment. Families, who as city- 
dwellers, traveled to the country on vaca- 
tions, will reverse their custom. 
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“The spread of population will stimulate 
the country’s birthrate. The redistribution 
of population will increase the post-war 
buying power of smaller cities. It will 
necessitate the enlarging of the distribu- 
tion plans of manufacturers; increase the 
building of homes; influence the develop- 
ment of new air and railway routes, ete. 
Those who, before the war, were in business 
for themselves in cities, will re-establish 
their business after the war in their adopted 
towns.” 


DEFICIT SPENDING AND PRIVATE 
ENTERPRISE—The means for government 
spending have to be raised, ultimately, from 
somebody. As far as the means are paid 
from the working class, what actually hap- 
pens is a cold lowering of wages; as far as 
the means for the subvention are raised 
from the private entrepreneurs, a cumula- 
tive process develops, which leads necessar- 
ily to a progressive socialization of enter- 
prises. For through ever-increasing taxa- 
tion, more and more enterprises become un- 
profitable, so that the government again 
must replace them in their true function of 
providing production and employment. 

Furthermore, the process leads to a so- 
cialization of consumption. The money 
which the owner saves, and does not spend, 
is taken away from him sooner or later in 
one way or another for production of goods 
which. shall serve collective needs. 


If production for the community’s need 
is not undertaken for certain limited and 
specially defined collective purposes, but for 
the fight against unemployment, this must 
lead more and more to a loss of natural 
profitability, and thus to total socialization 
of production and consumption. 

Thus vast government spending, seem- 
ingly recommended as a beneficial measure 
of economic policy, is in reality a measure 
leading to fundamental changes in the eco- 
nomic and social system. 


ALBERT HAHN, from an address at Harvard 
University. 


The number “67” has been a lucky one 
for Captain David E. Escher, who, as a 
civilian, was a credit investigator for the 
Irving Trust Co. He chose that number 
as the name of his plane, having in mind 
the official number of Irving Trust Co. in 
the New York Clearing House Association, 
thereby making his bank probably the only 
one to have a warplane named after it. 








FOUR BASE HITS 


Or How to Win Confidence and Influence Prospects 


Editorial 


ARVELS of restraint were the first 

blossoms on the trust advertising 
tree which, at the turn of the century, 
announced, in a drab typographical dress, 
the coming of a new era of estate hus- 
bandry: 


“Acts for individuals and corpora- 
tions in any fiduciary capacity” 


As a critic once said of a play in which 
Katherine Hepburn starred: “it runs the 
gamut of emotion from A to B.” But no 
doubt the company secretary of that gen- 
eration admired his audacity in coming 
right out and saying it in print. Of 
course nobody knew just what capacity a 
fiduciary would act in (including the sec- 
retary) except a few of the pioneers who 
had organized trustee companies. But 
then one had to be Dignified. 


This emphasis on so-called Dignity has 
frustrated many a promising career and 
many a valuable educational effort, and 
has not yet shed all its similitude to the 
Egyptian mummies in the Metropolitan 
museum, who are, beyond a doubt, the 
finest examples of that solid virtue. One 
can almost hear them, lined up on the 
rostrum at a financial advertising conven- 
tion in 1904, as visual paragons of the 
new-born art, saying in ghostlike whis- 
pers: “We are qualified to incarcerate 
the earthly remains of Jerediah the 3rd 
and Queen Uneeda in any fiduciary capa- 
city.” 


The difference between them and the: 
“chartered fiduciaries” was that there 
had already—for some few ages—been 
considerable talk and writing about old 
Jerry and the Queen, with spicy anec- 
dotes of romance to offset the more san- 
guine beheadings for which Uneeda was 
famous. But not so with The Fiduciary. 
This worthy creature of the law had had 
practically no press-agentry, no build-up 
to excite interest and awe. When he did 
gain admittance, via “advertising,” to the 
desk or the fireside of The Prospect, he © 
was so unobtrusive in his little corner of 
the local gazette as to go mostly unno- 
ticed. 


And had he presented himself in big 
announcement letters he would still have 
been a very poor bet to gain The Pros- 
pect’s complete confidence, being an entire 
stranger and more corporate than human. 
No doubt the Secretary of The Fiduciary 
felt that the mere corporate form had all 
the attraction of a Gibson girl and the 
confidence-inspiring qualities of the Great 
Wall. It is still too easy to forget the 
origins of this business in the personal, 
lifelong relationship of the old family 
solicitors, and to try to make a sale before 
the contact has been established on a 
comparable basis. 


O, while we have progressed from 
Announcements, to Advertising, to 
Public Relations and now to Human Re- 
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lations, there are many players on the 
trust team who think a ball game can be 
won by some lucky throw, or who when 
they get to bat and connect think they 
can get a home run without ever leaving 
home plate, that is, by skipping first, sec- 
ond and third base. But since the rules 


of the game have a particular purpose in 
mind for each base, let’s see how they 
apply to the job of getting customers for 
the trust department. 


First Base: On anything from a bunt 
to a homer the first job is to arouse in- 
terest in the commodity, or _ service. 
Henry Ford made the mistake of think- 
ing people would buy his 1924 model on 
what they knew about his 1904 model. 
Here is where one form of advertising 
comes in, the kind that some call educa- 
tional. Not preachery but human inter- 
est stuff; news stories, articles, display 
ads, direct mail pieces, etc. Here is the 
natural field for cooperative local adver- 
tising. Not making the bust of trying 
to sell someone who doesn’t yet have a 
real interest in your product, or recogni- 
tion of its usefulness to him or the con- 
fidence that comes of personal acquain- 
tance, but just a good introduction. 


Nor is this as simple as “keeping the 
bank’s name before the public”—or even 
the names of directors. That is subject 
to criticism as intimating a self-impor- 
tance or self-satisfaction not consonant 
with real dignity. The real objective is 
the association of name and product, pre- 
sented in a way to arouse interest. 


Second Base: It is quite proper to 
“steal second” in these days when we can- 
not afford the time to grow up with every 
prospect’s family like the old solicitor. 
The object here being to gain confidence, 
much can be done by demonstrating the 
application of the product, or service, to 
the needs of the prospect—present and 
future, as this conveys a proof of “know- 
how.” The printed word has another 
definite role here, as by informative ads 
interpreting some news facts. Case his- 
tories—properly made unidentifiable or 
composite—are another form of copy, for 
they show results of this or that type of 
service, rather than the technicalities of 
how. The spoken word of commendation 
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—by satisfied customers, attorneys, life 
underwriters, accountants —is, of course, 
basic... The value of estate services (par- 
ticularly living ones) in meeting eco- 
nomic or investment conditions or trends 
is often of more interest than we in the 
business realize. There’s an awful lot 
of uneducated estate money around, and 
some with just a little education, which 
is a dangerous thing to its owners. 


Third Base: Now and only now are 
we ready for the Contact. We can let 
Elmer—the famed low-pressure salesman 
—do the doorbell act; and we can leave 
the old guard who wait in their chairs 
for the prospects who never “drop in.” 
We who have touched the heart or purse- 
strings by covering the first and second 
base will find the personal contact far 
easier and quicker to make with the right 
kind of prospects. Nor is it enough to 
concentrate solely on _ intermediary 
groups. We cannot expect the attorney, 
life underwriter or accountant to bird- 
dog for the trust institution. But we can 
bring them and ourselves both more legi- 
timate business, along the whole estate 
planning road, if we sell the idea and the 
necessity to the ultimate consumer of our 
mutual services. It is his interest and 
confidence we must have if we are to do 
business. 


Which leads to the Home Plate: the or- 
ganization of The Prospect’s investment, 
business and family estate ... and the 
sale of the proper plan. When the mil- 
lenium comes every prospect’s pulse may 
beat faster at the mention of the fact 
that we are “qualified to act in fiduciary 
capacities” or rush madly into their 
bank’s trust department or lawyer’s or 
insurance man’s office with such an ad in 
his hand and an eager gleam in his eye 
to demand “one of those things right 
away,” but meantime we can leave the 
mummies to their dust and silence and 
see that we cover all bases. 


Kansas Trust Earnings 


Trust department earnings of Kansas 
state banks and trust companies for 1943 
were $103,427, out of total current operating 
earnings of $9,452,207. 
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Economic Foundations of Peace 


¢¢ ACTIONS which will stimulate and 

expand production in industry and 
agriculture and free international com- 
merce from excessive and unreasonable 
restrictions . . . are the essential pre- 
requisites to maintaining and improving 
the standard of living in our own and in 
all countries.” 


This is the kind of sound basic policy 
needed for post-war guidance. Enun- 
ciated by Secretary of State Hull in his 
radio broadcast of April 9th, it was sup- 
plemented by the equally pertinent ob- 
servation that “production cannot go for- 
ward without arrangements to provide 
investment capital.” 


Such matters properly come within Mr. 
Hull’s authority. Other government de- 
partments—and most especially business- 
men—have the responsibility for seeing 
that we put our own house in order, and 
thereby set an example of economic 
health under the private capitalism sys- 
tem. We want no W.P.A., national or 
international. Honest, useful work dic- 
tated by needs of customers here and 
abroad will be more acceptable all around 
than charity and the free hand of the 
spendomaniacs. 

But to reach this objective, we may 
heed the Secretary’s further words: 
“Trade cannot develop unless excessive 
barriers in the form of tariffs, prefer- 
ences, quotas, exchange controls, mono- 
polies, and subsidies and others, are re- 
duced or eliminated.” One of the first 
steps would be to bury the misleading 
designation of trade balances as “favor- 
able” or “unfavorable.” A balance of 
imports and exports of goods is not neces- 
sarily favorable. We have enough gold 
now to create difficulties; a veritable’ em- 
barrassment of riches. We cannot sell 
without buying. 

England, world leader of foreign trade 
techniques, again gives evidence of real- 
istic thinking on these lines, in the choice 
of Lord Catto as Governor of the Bank 
of England in succession to Montagu 
Norman. His identity with export trade 
matters and views divergent from those 
of Lord Keynes, the other candidate for 


the Governorship, led to their nickname 
by Treasury personnel as “Catto” and 
“Doggo.” 


All the planning for peace can go up 
in thin air, however, as it did after the 
last war—both politically and economi- 
cally—unless the people of the major 
powers are convinced of the justice of 
the principles, unless the deed follows the 
word. In America in particular our 
statesmen will be let down again if they 
are simply visionary without correcting 
the old abuses. We hear much loose talk 
of our Isolationistic tendencies—and cite 
the recent Wisconsin balloting as proof 
that we will have no “interventionism.” 
Actually, as Lin Yutang points out in his 
penetrating study “Between Tears and 
Laughter,” our collective mind is not 
made up yet. 


But if the post-war blue-print shows a 
crystallization of the old imperial dom- 
ination (or if we see Uncle Sam being 
made a sucker) the die will be cast. Why 
should we continue lend-lease, in the 
post-war period, until we have lost our 
trade position, only to build up competi- 
tion to our workmen and plants? Pros- 
perous customers we must have, but on a 
fair and free basis of exchange of pro- 
duce. Foreign trade does not operate in 
a vacuum; it is a basic part of world sta- 
bility and prosperity, for investor as 
much as for importer, for business ex- 
pansion as much as for military security. 
One of the facts of our national life is 
that we can lead no insulated existence, 
and we are old enough to be told our 
minimum responsibilities, or the penalty 
for neglecting them. 


Trust Earnings 


Trust departments of member banks in 
the seventh Federal Reserve District had 
earnings of $11,621,000 in 1943. The great 
bulk of this total was in Illinois’ 316 banks. 
—$9,565,000. Indiana (168 banks) had 
$415,000; Iowa (159) $235,000; Michigan 
(186) $986,000; Wisconsin (115) $420,000. 
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The Chase offers trust officers and others 
acting. in fiduciary capacities a well 
rounded service in this type of invest- 


ment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 


! OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





CURRENT EVENTS 


TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 


LIFE INSURANCE POLICY CHECK 
LIST 


OO seldom does the policyholder 

examine his life insurance policies, 
many purchased years ago, to determine 
the effects on them of changing times and 
conditions. Presented here are some of 
the points that should be considered. 


Incidents of Ownership. Does anyone 
other than the insured own the policy? 
Who holds the right to change the bene- 
ficiary, to the cash values, to dividends, 
to disability benefits? If someone other 
than the insured now owns the policy, 
who will own it if the owner predeceases 
the insured? Was the policy ever sold 
for its cash value? 

Answers to these questions may affect 
the income or estate tax position of the 
policy, its disposition upon the prior 


death of the owner, and the planning of 
the insured for his heirs. 


Payer of Premiums. Who pays the pre- 
miums? The answer to this question 
may involve increased gift or estate 
taxes. 


Maturity of Policy During Life. If the 
policy matures as an endowment policy 
during the lifetime of the insured, are 
the proceeds to be taken in a lump sum 
at maturity? Involved here is the income 
tax on the profit. 


Settlement Plan at Death. Are the 
proceeds to be left with the insurance 
company to pay interest to the bene- 
ficiary? If so, can any principal be with- 
drawn? If so, a second estate tax may 
be involved at the death of the bene- 
ficiary. .If not, the settlement plan may 
lack needed flexibility. 

Are installment payments of principal 
and interest provided for the life of the 
beneficiary? This may effect an income 
tax economy for the beneficiary and pro- 
vide him or her with life protection, but 
may not leave any funds for the children. 

Upon the death of the first beneficiary 


are the remaining proceeds to be paid to 
“issue per stirpes?” This may involve 
payments to minors with guardianship 
proceedings, costs and inflexibility, and 
control of children over money at the ripe 
old age of 21. 


Lapse Protection. If the insured for- 
gets to pay a premium or is unavailable 
to do so, what happens to his policy? 
Will it be converted to extended term 
insurance for a few years only so that it 
may expire while the insured lives? Will 
a reduced face amount of insurance be 
invoked? Or is the automatic premium 
loan feature available so that the policy. 
remains in full force until the insured 
“wakes up or comes home?” 


Disposition of Dividends. Are divi- 
dends used to reduce premiums, to 
accelerate the policy as an endowment, to 
purchase paid up additional insurance 
or left with the company to accumulate 
at interest? There are important income 
tax points here that should not be over- 
looked, and new additional insurance, 
without medical examination for the un- 
insurable. 


Loans Against Policies. Are these 
loans made with the insurance company 
or a bank? Interest rate and form of 
note and assignment are involved here. 


Many persons believe that policies with 
loans against them represent more cost- 
ly insurance and therefore should be 
dropped. A factual analysis will prove 
this to be wrong. 


A matter often overlooked is that the 
face amount of policies will be reduced 
by outstanding loans, thereby leaving less 
protection for the beneficiaries. 


Retirement Age of Insured. A fre- 
quently neglected feature is that the cash 
value of policies can be used to purchase 
for the insured a life annuity from re- 
tirement age. Many policies allow the 
insured to convert the cash value for his 
own benefit to the annuity options con- 
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tained in the policies for beneficiaries. 
Such annuity rates provide higher income 
than do annuities purchased in the open 
market. 


Cash Value Reserves. The cash value 
of a policy is not a dormant asset; it 
earns interest that pays all or part of the 
cost of insurance at risk. An analysis 
of policy accounts will illustrate this im- 
portant investment advantage of tax-free 
earning power. 


Cash For Estate Taxes. Are the execu- 
tors of the insured’s will assured of the 
availability of the cash proceeds of his 
policies at his death in order to pay estate 
taxes and other obligations of the es- 
tate? If the policies are payable to indi- 
vidual beneficiaries, the executor can have 
no such assurance. 

These and other points demonstrate 
that insurance policies should be lived 
with and kept alive, not buried in a vault 
and forgotten. 

* * * * 
BEQUESTS OF SMALL MONTHLY 
PAYMENTS 


N occasion a person making a will de- 
sires to provide for the payment of a 
small monthly sum, for life or a fixed 
number of years, to a dependent relative, 
employee or friend. This raises problems 
of administration and effects on the es- 


tate. If the payments are to be for life 
it is naturally impossible to predict exact- 
ly how long the beneficiary will live. 
Therefore, it is not feasible to include a 
provision in a will that the executor 
should set aside out of the estate a sum 
of money that will cover the payment of 
say $50 per month for the life of the 
beneficiary. The future income to be 
earned by the trust is also unpredictable. 

Aside from the pure arithmetic in- 
volved is the problem of administering 
such a small fund. A trust of $5,000, 
constantly decreased by payments to the 
beneficiary, cannot be properly invested 
for income productiveness and risk diver- 
sification. And the trustee will be con- 
fronted by many intricate details of ad- 
ministration and accounting. 

One of the solutions to this problem is 
to provide for these monthly payments 
out of the income of a large trust estab- 
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lished for wife and children. But the 
difficulty here is that if income from trust 
investments falls off, the wife and chil- 
dren are penalized. This lessens their 
current protection unless payments from 
trust principal are allowed, which action 
would reduce their protection in future 
years. 


The best solution in many cases is the 
life annuity underwritten by an insur- 
ance company. Under this plan the 
executor would be directed to purchase 
for the beneficiary a life annuity that 
will guarantee the payment of “$50 a 
month to such beneficiary, for life.” To 
accomplish this, the executor would use 
such part of the estate as will be suffi- 
cient to make the annuity purchase as of 
the age of the beneficiary upon the death 
of the person making the will. Under 
this solution the estate may be planned 
more accurately, for the maximum 
amount of money necessary to purchase 
the annuity can be ascertained im- 
mediately. As the potential beneficiary 
grows older prior to the death of the 
will-maker, a smaller fund is required to 
provide the same “$50 a month for life.” 


The annuity to be purchased could be 
of the refund or non-refund type. If a 
refund annuity is used, guaranteeing the 
payments to a successor beneficiary upon 
the death of the first until the amount 
originally paid for the annuity has been 
returned, a larger premium is charged 
than in the case of an annuity without 
refund at the death of the original an- 
nuitant. One caution must be sounded, 
however, when considering the non-re- 
fund annuity. The beneficiary may be in 
bad health at the time of purchase, in 
which event the investment is naturally 
risky. In such cases it is better to pro- 
vide for the purchase of the refund an- 
nuity, with his wife or children as the 
successor beneficiaries of the refund pay- 
ments. 


The 1944 edition of Prentice-Hall’s ‘‘Tax- 
ation Affecting Life Insurance” has made 
its appearance. It explains the effects of 
income, estate and gift taxes and salary 
freezing on life insurance, life insurance 
trusts, annuities, pension plans, and acci- 
dent and health insurance. 
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Fiduciaries Report on TFR-500 


American individuals and firms hold in- 
terests of more than $13,300,000,000 in for- 
eign countries, representing a total financial 
stake in foreign areas with which only that 
of Great Britain might compare. This figure 
is based on preliminary tabulation of the 
Treasury Department’s Form TFR-500. 


American holdings in the six enemy coun- 
tries total $1,775,000,000. Investments in 
Germany amount to $1,290,000,000; in 
Italy, $265,000,000; and in Japan $90,000,- 
000. The investment in enemy nations is 
more than triple the $450,000,000 of known 
Axis holdings here. The bulk of the proper- 
ty has probably been seized by enemy gov- 
ernments. The Census figures also show 
that Americans own more than $2,000,000,- 
000 of property in areas now occupied by 
the enemy. American assets in United 
Nations territories aggregate $8,000,000.000. 
Investments in the British Empire account 
for $5,800,000,000, with $4,375,000,000 in 
Canada, the largest in any single country. 


In response to an inquiry from Trusts 
and Estates, the Foreign Funds Control 
civision advises that trustees and other fidu- 
ciaries filed 31,681 reports of the 220,000 
total, distributed by Federal Reserve Dis- 
tricts as follows: 


Atlanta Richmond 

San Francisco 2,750 
Territorial & 
Island Posses- 
sions 

Received direct 
by Foreign 
Funds Control. 


Chicago 
Cleveland 
Dallas 

Kansas City _ 
Minneapolis __ 


Philadelphia _ 339 
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Ohio Trust Men Meet 


Current fiduciary questions were stuaieu 
at a conference held in Columbus on April 5 
under auspices of the Trust Committee of 
the Ohio Bankers Association. 


William E. Anderson, vice president and 
trust officer of the Central Trust Co., Cin- 
cinnati, chairman of the Committee, re- 
viewed 1943 changes in Ohio laws affecting 
trust business. These included powers of 
appointment and of attorney, amortization 
of bond premiums, and substitute non-court 
fiduciaries. 


Richard S. Douglas, assistant counsel, 
Cleveland Trust Company, chairman of the 
Legislative Committee of the Association, 
reviewed the work of the Fiduciaries Re- 
search Bureau, an organization of Ohio trust 
men and attorneys. He urged that greater 
emphasis be given to living trusts. 


A. W. Whittlesey, trust investment officer 
of the Pennsylvania Company, Philadelphia, 
discussed common trust funds. (See page 
478). The new accounting procedure pro- 
vided in the probate law was explained by 
George F. Medill, Toledo attorney, who 
recommended that any further changes in 
this respect should await the experience un- 
der the new law. 


Lucien H. Mercier, Washington attorney, 
spoke on employee trusts. His remarks are 
summarized on page 463 of this issue. 


After the conference, William A. Stark, 
vice president and trust officer of the Fifth 
Third Union Trust Co., Cincinnati, and chair- 
man of the Taxation Committee of the 
A. B. A. Trust Division, led an informal dis- 
cussion looking toward further simplifica- 
tion of federal taxation procedure. 
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COURTESY OF BRISTOL BRASS CORPORATION 


. and to my daughter, Abigail, I bequeath my good Brass skillet” 


Where There’s A Will... 


§ bey greater part of an estate of 
I. $4,550,000 left by H. Fletcher Brown, 
vice president of E. I. du Pont de Ne- 
mours & Co., will go to educational and 


public institutions. The principal bene- 
ficiary is the University of Delaware 
which is to receive $500,000 outright, and 
the income from $1,000,000 and the resi- 
due of his estate to be held in trust by 
the Wilmington Trust Company... 
Sidney Zollicoffer Mitchell, founder of 
Electric Bond and Share Company, direc- 
tor of 34 concerns, and at one time re- 
puted to be the wealthiest man in the 
world, willed the residue of his estate in 
trust with his son and Bankers Trust 
Company of New York as trustees. One 


‘third is to be held for Mrs. Mitchell to 


provide an annuity of $20,000. Two- 
thirds are to be held for the benefit of 
the son... 


Charles F. Michaels, who became chair- 
man of the board of McKesson & Robbins, 
drug wholesalers, after helping to reor- 
ganize the company following revelation 
of the Musica manipulations, appointed 
the Crocker First National Bank of San 
Francisco as co-executor of his will... 
Guaranty Trust Company of New York 
has declined the appointment as executor 
and trustee under the will of Hendrik 
Willem Van Loon, the noted historical 
author. His wife, who receives the life 
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interest in his copyrights, was named ad- 
ministratrix . . 


James Colby Colgate, chairman of the 
board of Colgate University founded by 
his ancestors, left a $1,000,000 trust fund 
for his wife, with a son-in-law and The 
New York Trust Company as trustees. 
They are also the executors of the will. 
Bequests of $100,000 each go to the Uni- 
versity and Riverside Church in New 
ZORR .-.% 


Joseph P. Day, New York broker and 
auctioneer who set world records for real 
estate sales and handled many famous 
properties including Astor and Gould 
holdings, made a small bequest to his 
wife, stating he had already made other 
provisions for her. The bulk of his es- 
tate is left in trust for his five sons, who 
are named as trustees, as well as execu- 
tors. The will provides that if, before 
termination of the trust, only one of the 
children is serving as trustee, Central 
Hanover Bank & Trust Company of New 
York shall be appointed co-trustee ... 


AGLE’S Nest, country estate of 

the late William K. Vanderbilt, Jr., 
former president of the New York Cen- 
tral Railroad, is left under his will as a 
public park and museum after his 
widow’s death or termination of occu- 
pancy, but the Long Island State Park 
Commission has announced that the 
property is not suitable for that pur- 
pose. The erea is too small, and, al- 
though a $2,000,000 trust is created to 
maintain the place, the will does not pro- 
vide for acquisition of additional land. 


SPECIALISTS UN gy 


AUCTIONS 


OF ANTIQUES, ART, 
JEWELRY, LIBRARIES, Etc. 
Trust officers have long recognized our 
fine facilities and location for the dis- 
persal of estate properties, and our 


special department of appraisals and 
inventories. Your inquiry is_ invited. 


P.t rie A 


9-13 EAST 59th STREET, NEW YORK 
ESTABLISHED 1916 
Gams. PP. and W. AH. O'Reilly, Auctioneers 7 
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The instrument directs that, in the event 
the gift is not accepted, a corporation is 
to be formed to operate the park. Mrs. 
Vanderbilt receives the income from the 
residuary estate for life. Guaranty 
Trust Co. of New York is executor and 
trustee of the will... 


Fred H. Kay, vice president of Standard- 
Vacuum Oil Company, named The Chase 
National Bank of New York as executor 
of his will which leaves one-eighth of the 
residue of his estate to a relative of his 
former wife and the remainder to his wife. 
The will, executed after Mr. Kay’s second 
marriage, revoked an earlier one in which 
he had named another trust company as 
executor . 


“Warp and Woof of Testament” 


Between the lines there is more to read 
Of a just soul true to a gentle creed, 
Of a loving father who did his best 
For thoughtful justice in each bequest, 
But most of a husband, a tender spouse 
Who carried the spirit of marriage vows 
Beyond death’s parting, whose final thought 
Was that his helpmeet should have con- 
tent 
And peace and comfort—and this is wrought 
Through the warp and woof of his testa- 
ment. 


From ‘“‘The Will of Thomas Taber,” by Berton 
Braley; reproduced by permission of the Saturday 
Evening Post, copyright 1939 by the Curtis Pub- 
lishing Company. 





New Trust Mailing Piece 


A new monthly news letter’ entitled 
“Security” is being prepared by Alexander 
Publishing Co. for distribution by trust 
departments. The first two issues indicate 
a continuing pattern. Page one sets forth, 
under the heading “If You Were the 
Judge—,” the facts of an actual case demon- 
strating the importance of a properly drawn 
will, the reader being asked what he would 
have decided. Page two deals with tax 
questions and estate planning. Page three 
relates general and economic news to trust 
service. Page four gives the answer to the 
case and carries the ad of the distributing 
institution. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Pasadena—H. H. Lehman, who has been 
assistant trust officer of the CITIZENS 
COMMERCIAL TRUST AND SAVINGS 
BANK since 1939, has been advanced to 
trust officer, succeeding H. Lindsay Wheeler 
who has retired due to ill health. 


DELAWARE 


Wilmington—John Hoffman has resigned 
as trust officer of EQUITABLE TRUST 
CO. to open offices for the general practice 
of law at Paoli and Kennett Square, Pa. 


ILLINOIS 


Chicago—Clifton E. Morris, former trust 
officer of the Geneva (N. Y.) Trust Co., 
has accepted the position as trust officer 
with the LA SALLE NATIONAL BANK. 
The Geneva Trust Co. is merging with the 
Lincoln-Alliance Bank & Trust Co. of 
Rochester. Mr. Morris is a graduate of 
the Graduate School of Banking and a 
member of the executive committee of the 
Trust Companies Association of New York. 


Chicago — THE NORTHERN TRUST 
CO. elected Henry M. Bodwell a second 
vice president, assigned to the trust invest- 
ment division. A graduate of Brown Uni- 
versity and the Graduate School of Bank- 
ing, Mr. Bodwell had been a division head 
with Standard and Poor’s Corporations and 
previously statistician with Western Elec- 
tric Company. 


INDIANA 


Newburgh—Paul E. Padgett has been 
clected vice president, cashier and trust 
officer of the NEWBURGH STATE BANK 
to succeed William Ellerbusch, Jr., who re- 
signed. 


MARYLAND 


Baltimore—Miss Nancy Mitchell was 
elected assistant trust officer of EQUIT- 
ABLE TRUST CO., to act as investment 
analyst and work in close cooperation with 
the bank’s trust investment committee. Miss 
Mitchell is the first woman to become an 
officer of this bank. 


MISSISS*PP! 


Laurel—W. S. Welch was recently named 
vice president and C. D. Gibbs, trust officer 
ot the FIRST NATIONAL BANK OF 
LAUREL. 


Vicksburg—Miss Nellie L. Maute has 
been named assistant trust officer of the 
MERCHANTS BANK & TRUST CO. 


NEW JERSEY 


Asbury Park—J. Scot Branson, previous- 
ly trust officer, was named vice president 
and treasurer of SEACOAST TRUST CO. 


Morristown—Stephen S. Whitney, form- 
erly assistant secretary and assistant trust 
officer of the MORRISTOWN TRUST CO., 
was promoted to secretary to fill the va- 
canecy caused by the retirement of Harold 
L. Baker. Mr. Whitney will retain the title 
of assistant trust officer. 


NEW YORK 


Fulton—William V. Barnett, formerly . 
assistant secretary, assistant treasurer and 
assistant trust officer of the Ridgefield 
Park Trust Co. of New Jersey, was elected 
eashier of the CITIZENS NATIONAL 
BANK AND TRUST CO. 


Great Neck—James K. Ryan advanced 
from vice president and trust officer. to 
president of the GREAT NECK TRUST 
CO., succeeding the late D. C. Will. 


New York—James Carey, assistant vice 
president in the trust department, and 
Richard K. Kaiser, comptroller, advanced 
to vice presidents at the BANK OF NEW 
YORK. 


New York—BANKERS TRUST CO. has 
recently made the following promotions to 
trust officers: H. M. Eddy, Arthur Gard- 
ner, R. W. Hemminger, William McKinley, 
L. W. Pritchett, J. R. Milligan; to as- 
sistant trust officers, S. M. Ensinger, W. 
E. Finley, Jr., and D. J. Giles. 


New York—Ralph E. Morton has been 
promoted from trust officer to vice pres- 
ident of CITY BANK FARMERS TRUST 
CO., in charge of corporate administration 
division. 

New York—Two new vice presidents were 
elected by THE CONTINENTAL BANK & 
TRUST CO. OF NEW YORK. Mark B. 
Peck, who has been executive vice president 
and a director of the Bank of Westchester 
and an officer of the National City Bank of 
New York, will be assigned to the main 
office at 30 Broad Street, and Matthew B. 
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Anglim, who has been manager of the 
Park Avenue branch of the Bank of The 
Manhattan Company, will be vice president 
in charge of the Madison Avenue branch. 


New York—FEDERATION BANK & 
TRUST CO. has elected former senior vice 
president Thomas J. Shanahan as president, 
to succeed Jeremiah D. Maguire, who be- 
comes chairman of the board; P. L. Rora- 
back was named executive vice president; 
Robert E. Rosenberg, vice president, and 
John E. Varley, treasurer and comptroller. 


New York—IRVING TRUST CO. elected 
John W. Moffett and Allyn W. Robbins as- 
sistant secretaries of the personal trust 
division. 

OHIO 

Cleveland—John K. Thompson has been 
elected president and a director of the 
UNION BANK OF COMMERCE, to fill 
the vacancy created by the resignation of 
Oscar L. Cox, president of the bank since 
its establishment in 1938. 


Cleveland—James B. Danaher has been 
elected counsel for the trust department of 
the NATIONAL CITY BANK. 


OREGON 


Portland—W. D. Hinson, who entered 
the trust department of the UNITED 
STATES NATIONAL BANK in 1941, has 


The Thrill That Comes Once in a Lifetime sy wessTeR 


| AT TRAT Sun! I CAN HANG 
4 out THE WASH TeDaAyY ! * 


Courtesy of New York Herald Tribune 
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been advanced from assistant trust officer 
to trust officer; Harold R. Nelson will act 
as assistant to Mr. Hinson in probate work. 
L. S. Severence, from the bank’s credit 
department, has been made division con- 
troller. Orr J. Lee, formerly in the note 
department and recently returned after 
two years’ military service in Australia, 
will assist E. C. Pierce, trust officer, in 
handling corporate trust details and mort- 
gages. 

Portland—Clarke H. Fisher has been pro- 
moted to assistant trust officer of the Port- 
land branch of the BANK OF CALI- 
FORNIA. He is also vice president of the 
Trust Companies Association of Oregon. 


PENNSYLVANIA 


Lock Haven—LOCK HAVEN TRUST 
CO. advanced C. L. Keister, trust officer, 
to vice president and trust officer; H. E. 
Fredericks to executive vice president; R. 
H. Cree to succeed Mr. Fredericks as secre- 
tary and treasurer. 

Pittsburgh—Stanley Lyon, member of 
the Allegheny County Bar, has been ap- 
pointed trust officer of the FIRST NA- 
TIONAL BANK. 


VIRGINIA 


Richmond — MECHANICS & MER- 
CHANTS BANK elected J. Beverly Han- 
cock, formerly vice president and trust 
officer, as president, to succeed the late 
Arthur Adamson. 


TRUST INSTITUTON BRIEFS 


Los Angeles, Cal.—California Bank and 
its affiliate, California Trust Co., have 
adopted a retirement plan for officers and 
employees under which deposits in trust will 
be made with the trust company for invest- 
ment and accumulation until retirement age. 
Employees will contribute to the fund. 
Benefits will be based on the sum accumu- 
lated for each participant. Eligible employ- 
ees are those 30 years or over, with one year 
of service. 


Orlando, Fla.—Major Linton E. Allen, 
president of THE FIRST NATIONAL 
BANK, who has been in the Officers’ Pro- 
curement Service of the Army for the past 
year and a half, will return to his duties 
at the bank June 1. 
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South Bend, Ind.—As a result of the 
merger of the City National Bank and 
Trust Co. and Merchants National Bank 
to form The National Bank and Trust Co., 
the new institution’s trust resources total 
$10,266,315. The earlier trust department 
was established 44 years ago.. 


Greenwood, Miss.—The Mississippi De- 
partment of Bank Supervision has issued a 
certificate to the BANK OF GREENWOOD 
authorizing it to exercise trust powers. 


New York, N. Y.—Irving Trust Co. is 
now putting out a house organ entitled 
“Sixty-Seven,” “a news magazine for, by 
and about Irving people everywhere.” 


Rochester, N. Y.—Directors of Fairport 
National Bank & Trust Co. and Pittsford 
National Bank have voted to merge with 
the SECURITY TRUST CO. Combined 
resources will increase assets of the Secur- 
ity Trust Co. to over $4,000,000. 


Rochester, N. Y.—Merger of the CEN- 
TRAL TRUST CO. and the State Bank 
of Williamson, 25 miles from Rochester, 
has been approved by directors of each 
bank, the Williamson bank to function as a 
branch of Central Trust Co. 


Rochester, N. Y.—LINCOLN-ALLIANCE 
BANK '& TRUST CO. will acquire the 
Geneva Trust Co. as a branch unit office. 
Combined assets will result in resources 
of $173,000,000. 


Cleveland, O.—W. A. Hiles, assistant vice 
president of the CENTRAL NATIONAL 
BANK, is the new president of the Life In- 
surance Trust Council of Cleveland. Tho- 
burn Mills, vice president of the NATION- 
AL CITY BANK, is secretary. 


Burlington, Vt. — The assets of the 
$5,900,000 trust department of the Howard 
National Bank and Trust Co. are almost 
equally divided between estates and testa- 
mentary trusts on the one hand ($2,935,- 
135) and voluntary trusts and agencies on 
the other ($2,964,963), according to the 
quarterly statement. 


IN MEMORIAM 


CHARLES J. SCHULL, trust officer of 
the Provident Trust Co., Philadelphia. 


New “Small Estates’’ Division, Head Office 


Lhe Wests Sargest 
Trust Company 


SECURITY-FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 





Reid Heads Cincinnati Fiduciaries 
Assn. 


John A. Reid, vice president in charge 
of the trust department of the First Na- 
tional Bank of Cincinnati, has been elected 
president of the Cincinnati Corporate Fidu- 
ciaries Association. Other officers named 
were: Harley S. Hamilton, assistant trust 
officer of the Provident Savings Bank & 
Trust Co., vice president, and Theodore P. 
Learn, assistant trust officer of the Central 
Trust Co., secretary ond treasurer. Robert 
J. Ott, vice president and trust officer of 
the Atlas National Bank was named to 
the executive committee. 


a 


Life Insurance Again Gains 


New life insurance for March was 1.6 
per cent more than for March of last year, 
and for the first three months of this year 
the total was 15.3 per cent more than for 
the corresponding period of 1943, according 
to the Association of Life Insurance Presi- 
dents. 
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N. Y. Community Trust Reports 


Resources of The New York Community 
Trust rose to $10,658,918 at the close of 1943 
from $10,036,487 a year earlier, according 
to the Trust’s recent annual report. Out- 
payments in 1943 were at a record total of 
$550,816, compared with $547,261 in 1942. 
Among the largest of the year’s allocations 
were $73,869 to The Salvation Army, $59,117 
to the National War Fund and $28,860 to the 
American Red Cross. 


Announcement was made some time ago 
of the creation of the Community Trust 
Composite Fund to further the administra- 
tion of “charitable gifts of smaller size than 
those usually acceptable to trust companies 
and banks as separate trust funds.” Initial 
donations of $7,000 inaugurated this new 
fund in the form of an “open-end account to 
which successive contributors may make ad- 
ditions on uniform terms,” thereby “provid- 
ing foundation facilities for multiple gifts 
of modest size.” 


Reviewing twenty years of growth with- 
out “drives, pressure-practices or _ tub- 
thumping,” the report states: “The first 
year’s appropriations, in 1924, stood at just 
$20! But in the first decade they rose to 
more than $1,000,000. In the second they 
were $2,900,000. .At the current rate, those 
of the third decade will exceed $5,000,000.” 
The Trust, it continues, “has already given 
to many who are gone a kind of deferred 
participation in a new world coming. To 
others, living, it has been a way of paying 
a debt not owed to anyone but everyone. 
And to the great company of those still to 
be born, it could become a symbol of man’s 
humanity to man.” 
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Banks Graduate 


Billion dollar banks are now found from 
coast to coast—New York, Boston, Detroit, 
Chicago, Los Angeles, and San Francisco, 
according to the First 1944 Edition of the 
Rand McNally Bankers Directory, the Blue 
Book, which shows also the rapid movement 
of the smaller banks into higher brackets. 
On June 30, 1939, there were 2,871 banks 
with total resources under $250,000. On 
December 30, 1943, only 440. Banks with 
25 million dollars and over of resources, 
increased from 384 to 607. The total re- 
sources of all banks have not quite doubled 
in the last five years, the increase being 
$54,814,309,000. 

London had the first billion dollar bank, 
but now the United States has 16 banks in 
that category, with four having more than 
3 billions. The largest is the Chase Na- 
tional Bank of New York City, with over 
four billion. Ten of the billion dollar banks 
are in New York City. 

In the comparison of consolidated state- 
ments of American banks the Blue Book 
reveals that bank deposits are the highest 
in bank history—over 118 billion dollars. 
The holdings of Government bonds are more 
than four times what they were five years 
ago, while the holdings of other securities 
are less. Loans show an encouraging in- 
crease over June 30, 1943, as well as an in- 
crease over December 30, 1937. 


Sunde Heads Illinois 
Trust Division 


John L. Sunde, trust officer of Pioneer 
Trust & Savings Bank of Chicago, was elect- 
ed president of the Trust Division of the 
Illinois Bankers Association at their annual 
meeting on April 25. Arthur C. Boeker of 
The Edwardsville National Bank & Trust 
Co. was chosen vice president, while Harry 
C. Hausman was re-elected secretary. 

Merle E. Selecman, secretary of the 
A. B. A. Trust Division was a speaker. Rus- 
sell C. Whitney of Chicago addressed the 
meeting on estate and pension planning. 
Thomas S. Edmonds of Chicago reviewed re- 
cent fiduciary legislation. 

0 

P. C. Mohrman, at one time connected 
with the trust investment department of 
the Guaranty Trust Company of New York, 
has been appointed manager of the invest- 
ment research dept. of E. F. Hutton & Co., 
| a 
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BANKRUPTCY AND REORGANIZATION 
TRUSTEESHIPS 


Opportunities for Corporate Fiduciaries 


C. C. HOGAN 
Asst. Secretary & Asst. Trust Officer, Security-First National Bank of Les Angeles 


Bieorcor ye trustees have generally 


regarded trusteeships in ordinary 
bankruptcy proceedings as unattractive 
partly because the statutory fees in the 
ordinary run-of-the-mill bankruptcy cases 
are frequently inadequate and less than 
the compensation allowed for comparable 
work done as executor, administrator or 
testamentary trustee, and partly because 
in the ordinary bankruptcy case the es- 
tate to be administered consists of more 
liabilities than assets and the grief en- 
countered by the harassed trustee in ex- 
tricating the bankrupt may be nearly as 
poignant as that suffered by the family 
of a beloved deceased. 

Nevertheless the opportunity for con- 
structive, as well as remunerative, public 
service in this field by corporate trustees 
is deserving of study. This is particular- 
ly true since the enactment of Sections 77 
and 77(b) (now Chapter X) of the Bank- 
ruptey Act. The appointment of one or 
more trustees is mandatory under Sec- 
tions 156 and 159 where the indebtedness 
of the debtor is $250,000 or over (H.R. 
' 8450 now pending proposes an increase 
in this amount to $750,000). Corporate 
trustees are particularly well qualified to 


act as trustees in railroad and corporate 
reorganizations and incidentally to act as 
depositary or distributing agent in the 
consummation of reorganization plans. 
This is true also in respect of ordinary 
bankruptcies where the estate is substan- 
tial. The comparatively small compensa- 
tion derived from ordinary bankruptcy 
trusteeships will be offset by the reason- 
able remuneration allowed in the larger 
recrganization cases. 


Post-War Opportunities 


HE inevitable adjustment in capital 
structures following the war will en- 
large the field for corporate trustee ser- 
vices. Many of the larger industrial or- 
ganizations, during and after the war, 
will find it necessary to rearrange their 
capital structures in converting their 
activities from production-for-war to pro- 
duction-for-peace. Many of these adjust- 
ments will be accomplished under Chap- 
ter X and even in those cases where re- 
financing and readjustment are accom- 
plished by private arrangement, the ser- 
vices of corporate trustees are desirable. 
The advantages of selecting a corpo- 
rate trustee may be summarized: 
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“In less than 7 months, 
inquiries from 251 per- 
sons on mailing list of 
750, 216 of whom came 
in person to the trust 
department—48 wills, 24 
of which resulted directly 
from our advertising.” 


Reports like the above 
prove that today’s condi- 
tions give banks an unpre- 
cedented opportunity to 
develop trust business—and 
that Purse service will help 
you to make the most of 
that opportunity. 


Inquiries and investigations 
are welcomed. 


Headquarters for Trust Advertising 
CHATTANOOGA, TENNESSEE 


® 
BUY WAB BONDS —___ 
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Trusteeships—The conservation of as- 
sets and the details of management of 
the businesses of individuals and corpo- 
rations during the adjustment period cal! 
for the highest skill and in the large trust 
institutions there is available a trained 
personnel able to supervise the operation 
of the business of the debtor (individual 
or corporation) undergoing financial re- 
adjustment. The combined knowledge and 
experience of the corporate trust depart- 
ment with its trust, real estate and prop- 
erty management committees offers a 
more efficient and economical service than 
can be supplied by a single individual 
trustee. Corporate trustees with ade- 
quate and modernized mechanical equip- 
ment are in position to compile promptly 
and furnish to the court and other inter- 
ested persons complete itemized reports. 
This does not exclude the employment of 
certified public accountants when such 
services are deemed desirable by the trus- 
tee or are required by the court. 


Depositary and Distributing Agencies 
—Invariably in the larger railroad and 
corporation reorganizations, the services 
of a trust institution are required in ef- 
fecting the exchange and distribution of 
securities and the consummation of plans 
of reorganization. Corporate trustees are 
logically the proper repository of such 
agencies as they are financially respons- 
ible, centrally located and convenient to 
the public, and the arguments in favor of 
corporate as compared with individual 
trustees are even more potent in connec- 
tion with this type of service. 


Corporate trust officers will recognize 
the advantages of continuing the present 
close and friendly cooperation with the 
bench and bar in the development of this 
type of trusteeships. For the most part, 
lawyers are quick to appreciate the super- 
ior service which can be rendered by 
corporate trustees; in bankruptcy and re- 
organization proceedings a competent 
and experienced trustee is a very useful 
helpmeet to the lawyer. 


“Public relations are the letter you don’t write when 
you’re mad but the letter you do write the next day 
after you have regained your sense of humor.” 

—Don Herold 





ACCEPTANCE OF PENSION TRUST BUSINESS 


000 would be just as great under an in- 
sured plan as it would be under an in- 
vested plan, with no consequent invest- 
ment problems and possible failure. 


LOSE cooperation on the part of 

banks with insurance agents who are 
selling the idea of pension trust plans to 
business enterprises is needed if trust 
departments are to obtain this desirable 
business, declared Lucien H. Mercier, at- 
torney of Washington, D. C., who ad- 
dressed the meeting of trust officers held 
under the auspices of the Trust Com- 
mittee of the Ohio Bankers Association 
at Columbus on April 5. Mr. Mercier 
suggested that the taking of this kind of 
account might lead to other valuable trust 
business. He pointed out that the opera- 
tion of a pension or profit sharing trust 
involved very little work excepting that 
of being custodian, and no liability ex- 
cept for safekeeping of the assets of the 
trust, whether the trust were a wholly or 
partly insured type or a wholly or partly 
invested type. In actuality the Pension 
Committee is the trustee. 


Too often, Mr. Mercier asserted, trust 
departments have delayed the installation 
of a pension or profit-sharing trust case, 
with the result that some general agents 
are now selling firms away from the idea 
of a corporate fiduciary. Since most 
agents have a good deal of money tied up 
by way of out-of-pocket expenses in these 
cases, it behooves the trust officers to 
whom the agreements and plans are sub- 
mitted to act with diligence in going over 
the various documents and making sug- 
gestions as to clauses pertaining to the 
bank’s liability. However, trust officers 
should not insist on superimposing their 
ideas of how the plan should be set up; 
this is no concern of the trust depart- 
ment. 


Mr. Mercier warned the trust officers 
against endeavoring to procure the so- 
called invested types of trust unless they 
involved yearly contributions by the busi- 
ness enterprise of considerably over 
$100,000. Experience has shown that the 
small invested type of plan somehow 
could not survive; banks might incur a 
great deal of ill will when an invested 
plan goes wrong. Moreover, the remun- 
eration to the trust department where the 
annual contributions do not exceed $100,- 


The duties of the fiduciary, so far as 
returns, reports and other actions re- 
quired under the provisions of the In- 
ternal Revenue Code, are slight, Mr. Mer- 
cier said. The corporate fiduciary should 
file each year, with the Collector of In- 
ternal Revenue in the district in which 
is located the principal place of business 
of the employer; a short affidavit stating 
that the bank is the trustee under a pen- 
sion trust or profit-sharing agreement, 
giving the date of the agreement and the 
name of the employer; reciting that all 
the documents pertaining to the plan had 
been filed with the Commissioner of In- ° 
ternal Revenue for a ruling, adding that 
either the ruling has been received show- 
ing the plan a qualified one under Section 
165(a), or that the ruling had not yet 
been issued; setting forth a statement 
showing the receipts by the trustee un- 
der the plan, the disposition thereof, and 
the balance on hand. Neither the law nor 
the Regulations specify the time when 
such an affidavit is to be filed; Mr. Mer- 
cier suggested that it be filed at or about 
the anniversary date of the plan. 


The trustee must file a fiduciary return 
in the year in which a plan is aban- 
doned; and also if the Commissioner rules 
the plan not to be qualified under Section 
165(a) and the Company does not amend 
the plan to make it a qualified one. The 
trustee should request the company to ad- 
vise it when the application for a ruling 
is made and of the nature of the docu- 
ments filed, and to furnish a photostatic 
copy of the ruling when issued. 


“Trained Manpower for Business Or- 
ganizations” is the timely title of a book- 
let put out by the Trust Company of 
Georgia, Atlanta. It describes trust ser- 
vices for corporations and partnerships 
which are particularly important in these 
days. 
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Commando Kelly Creates Trust 


Set. Charles E. “Commando” Kelly, re- 
cipient of the Congressional Medal of 
Honor,” was accepting the key to the City 
of Pittsburgh from the Mayor. Watching 
the ceremony from the board room of the 
Potter Title and Trust Company were trust 
officer Bernard J. Hampsey, assistant trust 
officer A. J. Pentecost and A. M. MeNickle 
of Kennedy Sinclaire, Inc., whose organiza- 
tion is working with the bank on trust 
business development. 


“Why not suggest a trust to Commando?” 
queried Mr. Hampsey. The idea appealed 
to the others and, through contact provided 
by president H. R. Hosick, Mr. Hampsey 
had his first interview with Sgt. Kelly on 
April 27. Two days later, a trust agree- 
ment was signed naming the Potter Title 
as trustee. It is interesting to note, par- 
enthetically, that not one of the public offi- 
cials, press representatives and others who 
took part in the negotiations and were 
present at the signing, realized that a 
trust department offers living trust ser- 
vices. All though, by their own admission, 
that it was a thing for the dead. 


Initial contribution to the fund was a 
check for $15,000 from a national magazine 
for Kelly’s life story. Receipts from the 
sale of motion picture rights, etc., are ex- 


Commando Kelly looking over his trust agreement 


with Bernard J. Hampsey. 


TRUSTS and ESTATES—May 1944 


pected to increase the fund to $50,000. 
While he is in service, income from the trust 
will be paid to Commando’s mother and on 
her death to his eleven-year-old brother. 
The trustee is authorized to use principal 
for Mrs. Kelly’s comfort or young Rip’s 
education. The sergeant may make with- 
drawals only with the trustee’s consent. 
The trust is revocable. 


The trust company has obtained excellent 
publicity in the local press, and it is prob- 
able that the trust will be mentioned in 
the Saturday Evening Post story, Kelly’s 
book and perhaps even in the picture .Here 
is an example of the dividends from alert- 
ness to new business opportunities and ag- 
gressiveness in closing. 


Trends in Pension and 
Profit-Sharing Plans 


Peter Guy Evans, editor of our “Current 
Federal Tax Notes,” was chairman of the 
Session on Pension and Profit-Sharing 
Plans held in New York on April 3, 1944, 
at the Fourth War Conference of Control- 

lers. Mr. Evans addressed 
the meeting on “Current 
Trends in Pension and 
Profit-Sharing Plans.” 
Other speakers included 
Thomas N. Tarleau, John 
W. Drye, Jr., and Esmond 
B. Gardner. A question 
and answer period follow- 
ed the addresses, in which 
the speakers as well as 
Adrian W. DeWind, Sen- 
ior Attorney of the Office 
of Tax Legislative Coun- 
sel of the U. S. Treasury, 
and Stanley W. Duhig, 
Vice President and Treas- 
urer of Shell Union Cor- 
poration, participated. 


The addresses and ques- 
tions and answers are 
available in booklet form 
at 50 cents per copy at 
the Controllers Institute, 
1 East 42nd Street, New 
York 17. 





NEW BUSINESS 


BRINGING THE. MOUNTAIN TO MOHAMMED 


T is generally recognized that perhaps 

the most effective method of estab- 
lishing and solidifying mutually advan- 
tageous relations between trustmen and 
lawyers and insurance underwriters is 
personal contact. But even before the war 
and its attendant manpower difficulties 
it was not feasible to do this on a sus- 
tained individualized basis. But why not 
bring the mountain to Mohammed? This 
is what The First National Bank of New 
Rochelle, N. Y., is doing by holding 
dinner meetings for life insurance under- 
writers and attorneys of its community. 


At the underwriters meeting on April 
6, Joseph P. Cummings, vice president 
and trust officer, spoke briefly on estate 
planning and trust practices as they af- 
fect the estates of clients of life insur- 
ance brokers. He outlined some of the 
incidents of death taxes on estates, com- 
mented on the now almost complete 
worthlessness of the tax-saving devices 
of the past, and emphasized that sound 
estate planning should be directed to the 
attainment of the objectives of the prop- 
erty owner. It was noted that, since 
taxes usually take a substantial portion 
of the liquid assets of an estate, the ad- 
ministration of the remaining assets be- 
comes more important than ever. Mr. 
Cummings then suggested the advan- 
tages of the services offered by a corpo- 
rate fiduciary. 

After Mr. Cummings’ talk there fol- 
lowed an informal discussion of questions 
raised by the insurance men. These ques- 
tions and the discussion fell into three 
groups: 


1. Relations with attorneys: Some of 
the insurance men felt that the require- 
ment that an attorney must draft all legal 
documents resulted in unnecessary delay 
and at times in failure to sell the insur- 
ance found to be desirable. The ethics 
and propriety of this requirement were 
conceded but it was felt that the mechan- 
ics could be improved. 

2. The experience of the insurance men 
that the large banks in New York City 
are not interested in smaller estates :— 
The discussion emphasized the need for 


trust services for the smaller estates. It 
was pointed out that many corporate 
trustees are willing to serve in connection 
with nominal sized estates. The insur- 
ance men agreed that the services of a 
corporate trustee were desirable for 
smaller estates even if additional com- 
pensation was required to be provided. 

3. The lack of interest on the part of 
corporate trustees in business insurance 
trusts:—The unprofitable results of cor- 
porate trustees with this type of business 
were blamed on the depression. It was 
thought that the life of such trusts could 
be expected to be longer in the future; 
further that the services warranted pay- 
ment of annual compensation and reason- 
able revocation fees. 

The participants in both meetings ex- 
pressed their appreciation of the oppor- 
tunity to explore the practices and poli- 
cies of corporate trustees. The interest 
has been such that the bank contemplates 
a similar meeting with accountants, and 
additional meetings with attorneys and 
life insurance agents. 


“Simplifying Employee Benefit Plans” 


This is the title of a new twelve page 
book in outline form on the subject of 
Pension and Profit-Sharing Trusts pub- 
lished by Trusts and Estates for distribu- 
tion by banks to business men. It presents 
the essentials of both types of plans without 
bias and is designed to prepare the business 
executive for consideration of a plan for his 
own organization. 








EXECUTIVE WANTED: 


A California institution is seeking an 
executive officer who is a University 
graduate and has had at least five years’ 
experience in trust banking, preferably 
in the new business section. Salary in 
accordance with qualifications. Write 
Box U 44, Trusts and Estates, 50 E. 42nd . 
St., New York 17, N. Y. 
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What Correspondent 


Banks Expect 


Year after year correspondent banks 
receive from Central Hanover the 
service they want: speedy, accurate 
attention to regular banking business; 
assistance on investment portfolios; 


intelligent cooperation at all times. 


CENTRAL 


HANOVER BANK 


AND TRUST COMPANY 
NEW YORK 





NEW BUSINESS 


PUBLIC RELATIONS — POST-WAR STYLE 


CHARLES C. CARR 
Director of Public Relations, Aluminum Company of America 


ANAGEMENT policies in industry 

have assumed increasing impor- 
tance to the investor within the past few 
years as they directly affect the balance 
sheets of corporations and through them 
the long-range investment record. They 
certainly have a distinct bearing upon 
whether or not a particular industrial 
stock is attractive or even interesting 
from the investor’s standpoint. And of 
growing importance in these managerial 
policies is the public relations program. 


In the post-war world it is not going 
to be enough, in my opinion, for any 
advertiser, large or small, to yawn, 
stretch himself in relief and say, “Thank 
Heaven, it’s all over and now I can go 
back to straight product selling. I only 
did this institutional stuff because I 
didn’t have products to sell, anyway, and 
the government kept hounding me about 
those war-winning objectives. Let some- 
body else sell the ideas now. I want to 
sell goods.” 

The war has immeasurably exalted the 
status of what we term, for want of a 
better name, institutional advertising. It 
has likewise elevated the tone of this 
phase of public relations activities in 
fields other than straight advertising. 

New manufacturing techniques learned 
under the stress of full-speed-ahead in 
war will find many surprising peace-time 
applications. This indicates an expanded 
program of public relations and adver- 
tising in the so-called product field. It 
will mean bigger budgets for public rela- 
tions, advertising and sales promotion. 
By the same token it should mean op- 
portunity to include an increasing amount 
in the budget for what is termed “in- 
stitutional activities.” I mean that por- 
tion of a company’s expenditures devoted 
to an honest and forthright presentation 
of the institution as a good business citi- 
zen, as an asset to the community and the 
country in which it operates. In short, 


Based on address before New York Financial 
Advertisers Association. 


that part of the budget devoted to the 
task of refuting the old saying that busi- 
ness concerns have no soul. 


The Public Part of “Public” Relations 


In our day to day work, we frequently 
think of directly interested groups as be- 
ing more important than the general pub- 
lic. We do not discount them, but the 
general public is vital to us, also. This 
is the group that makes our laws, deter- 
mines the taxes we will pay, the regula- 
tions under which we will live. It is they 
who decide, in fact, whether we will even 
be allowed to exist as a business at all. 
This is the public for which the law- 
makers dance—the owner and operator 
of all of our political marionette shows. 

Time was when the public relations 
man or perhaps the publicity man for a 
company was often looked upon, even in 
his own outfit, as a cross between a glori- 
fied Hotel House Dick and a Fireman. 
That day has, happily, passed. 

There is another war-time creation 
which I feel may stay with us in some 
helpful form after the guns are silenced: 
the labor-management committee. Many 
companies have found it a splendid co- 
operative method of getting necessary 
things done, and pays dividends to both 
sides. Labor, for instance, is learning 
that the labor leader who plays the game 
in the labor-management movement is 
better for them than the racketeer who 
sits on the side lines and heaves rocks 
at the company. Labor unions are demo- 
cratic organizations at heart. One of 
these days the wise union leader is going 
to convince his associates that the plant 
with a good labor-management committee 
is likely to be the one which will stay 
open in the highly competitive post-war 
period. When that happens a new type 
of leader will succeed the labor promoter 
who thinks his most effective tool is to 
pit labor and management against each 
other. 

Furthermore I see a potent sales asset 
in this cooperative spirit. Take any issue 
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of your newspaper and you will see the 
news emphasis is on production, not sell- 
ing. The plant man, be he a superinten- 
dent, a straw boss or an humble work- 
man, has come into his own during this 
period of all out production for war. He 
has grown in stature and in his own self 
esteem. In the post-war period he is go- 
ing to want to do all he can to help the 
sales force sell the product of his fac- 
tory. He will have learned that jobs are 
dependent upon selling. I can even vis- 
ualize labor-management committees hav- 
ing as one of their major objectives the 
popularizing of the company’s product. 
Here is a real opportunity for smart 
salespeople to assist in organizing a sales 
force ready and waiting for them. 


What Kind of Copy? 


Of the many tools with which public 
relations people work, advertising space 
used wisely is one of the most important. 
There the public relations message can be 
presented in words of the advertiser’s 
own careful choosing. 


This brings us to a question of the 
kind of copy which might be effectively 
used in the post-war era. To begin with, 
I think it must be more helpful to the 
reader than much of it has been in the 
past. Too many advertisers fail to recog- 
nize that advertising is reading matter. 
As such it should be just as objective and 
informative as a news story. 


The human interest type of copy gets 


the greatest audience. The classic exam- 
ple is what happened when the Continu- 
ing Study of Newspaper Reading came to 
Columbus, Ohio. The day the Columbus 
Dispatch was checked was the day Cor- 
regidor fell. That was the streamer 
headline. On the same front page was 
a picture of a grandfather doing a domes- 
tic job with the caption: “Grandpa puts 
spare part on baby.” That picture and 
caption was read by many more Columbus 
citizens than were able to recall having 
seen the headline about the fall of Cor- 
regidor. 


I would like to see more of the human 
interest angle and less of the pompous 
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“Report to the Nation” type of copy. 
Freedom of opportunity and freedom of 


choice are cornerstones of our way of 


living. There is a determined effort, 
partly undercover, to displace this system 
with government controls in various 
forms. To meet this situation the public 
relations committee of the Association of 
National Advertisers over a year ago un- 
dertook a program of education, designed 
to furnish advertisers with materials on 
which copy on this broad theme might be 
based. 


All in Same Canoe 


We started with a survey to find out 
what the people thought about their var- 
ious economic freedoms, many of which 
they are giving up temporarily because 
of the regimentation necessary during 
the war. We found that while people are 
alert to their political freedoms such as 
freedom of speech and freedom of relig- 
ion and will brook no interference with 
them, they are not so conscious of the 
gradual loss of many of the economic 
freedoms. They need to have their at- 
tention called to the fact that unless they 
are willing to fight for them, not all of 
them may be returned. 


It will not be enough to paddle one’s 
own canoe. A part of the job will be to 
do one’s just share in helping to keep the 
waters smooth enough so the canoe won’t 
upset. 


Evacuees returning on the Gripsholm 
after some twenty months interned in a 
Japanese prison got some amusement 
from a cartoon in a ship newspaper show- 
ing Noah talking to the animals in the 
Ark and telling them the “post-flood plan- 
ning conference would be held that after- 
noon at 3 o’clock on the top deck.” I get 
somewhat out of patience with those who 
charge that everyone who so much as 
breathes the words post-war planning is 
taking his eye off the ball and slowing 
up the winning of the war. We have 
had the time to think about the post-war 
problems and prepare for them insofar as 
we can. For just as the flood finally sub- 
sided, so would wars; faith and hope 
should not be discouraged. 





NEW BUSINESS 


NEW BUSINESS FROM OLD 


OR the strictly fiduciary company, 

without leads to new _ business 
through commercial banking contacts, or 
for the trust-bank that relies on the old 
maxim about “building a better mouse- 
trap,” the quest for new business poses 
special problems. Advertising—news- 
paper and direct mail—and personal con- 
tacts of officers and junior executives pro- 
vide natural sources, but more direct, 
systematic development is often desired. 
Even the retention of as high a ratio as 
50-60 of principal distributions of es- 
tates and trusts leaves a large and cumu- 
lative gap in volume, the more so as taxes 
whittle away the corpus and higher 
standards of acceptance are imposed. 

With this situation in mind a group of 
trustmen representative of such trust in- 
stitutions in New York, the Mid-West 
and the Far West met recently with a 
prominent financial advertising authority 
and the editor of Trusts and Estates. 
The question was raised as to whether 
lack of commercial contacts, or lack of 
new business support by the commercial 
officers where such facilities are com- 
bined under the same roof or by an af- 
filiate, created an insurmountable com- 
petitive handicap. 

It was the consensus that while such 
lack of contact support deprives many of 
graceful and effective new business leads, 
there are other measures which can more 
than compensate. It was pointed out that 
many investment counsel firms developed 
a healthy volume of accounts through 
personal efforts—often including some 
excellent salesmanship—and that in a 
great many lines of business, contacts 
of a few principals develop into contracts 
through personal recommendations, some- 
times indirectly through civic or asso- 
ciation work, such as a number of trust- 
men also engage in with good effect in 
building their own and the bank’s pres- 
tige. Insurance men too have a problem 
in avoiding the cold-turkey approach, and 
the manner in which outstandingly suc- 

essful ones obtain personal introduc- 


Trust New Business Column 


tions from recent or old customers is sug- 
gestive of one of the best answers for 
trust solicitation. The satisfied custo- 
mer can still do the best selling—in the 
introductory stage. 

The point is to activate the satisfied 
customer into providing leads to friends 
of his who have or might have similar 
needs. Usually the only time we hear 
from a customer is when he has a com- 
plaint—the note of appreciation is rare. 
But that happens to be human nature and 
actually the beneficiary of special consid- 
eration would be glad to reciprocate if 
given the specific opportunity—such as 
to arrange a lunch or other meeting for’ 
the trustman and some friend who has 
recently spoken of his tax or investment 
problems. 

As one of the discussion group put it 
“Personal association and respect are the 
key to appointments. The bedside man- 
ner goes with the trust profession as with 
others.” This means not only a sympa- 
thetic ear, but regular follow-through. 
Statements to beneficiaries can be im- 
proved, in fact much time could be saved 
all around by simple, concise statements 
with a letter suggesting that the writer 
would be glad to go over any further de- 
tails. The legalistic or hyper-mechanical 
forms which too often prevail are not 
only poor public relations but increase 
the feeling that the beneficiary is only a 
number. They can be humanized and 
personalized without undue time and 
trouble and with an actual saving if 
viewed as part of the job of protecting 
against misunderstandings that lead not 
to new customers but to surcharge suits. 

There is no time today for extended, 
frequent talks with beneficiaries of ver- 
bose habits, but that is no reason for not 
keeping them informed. Newspaper ads, 
direct mail, news letters all have a useful 
role to play, as stimulants to interest in 
trust services, and as builders of confi- 
dence in the trustee as a well-informed, 
alert institution. And no matter how 
busy the business executive or profes- 
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sional man is, he’s still keenly interested 
in his own estate. 


As to such prospects it was the general 
experience that the management account 
was about the best approach and the eas- 
iest to sell. This opens the way to wills 
and trusts, one of the large banks repre- 
sented having found that in only one case 
has such an account not been translated 
into estate business. A sideline of this 
was the comment that a number of in- 
vestment counsel firms have recently been 
getting their partners appointed by 
clients as trustees. As to newer cities, 
the living trust was favored as preclud- 
ing awkward situations and expense in 
the event of untimely death. Also it has 
more appeal to men engaged in building 
—rather than retaining—wealth, with at- 
tendant business risks. 


In the older, big cities with long-es- 
tablished wealth and associations, habits 
are sometimes hard to break, and the es- 
tate business may be controlled by the 
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family counsel, by old business associates 
or kept in the family hierarchy. But here 
again, as in making the approach, deal- 
ing with present customers, or following 
through the closing account, confidence 
in technical skill and alert integrity can 
be developed by personal, humanized as- 
sociations, and through present custo- 
mers new ones can be met for the asking, 
if their interest and understanding of the 
job performed have been well nurtured. 


[The participants in this discussion in- 
cluded: 

Allen Crawford, Bankers Trust Co. of 
Detroit 

George Leighton, Fiduciary Trust Co., 
New York 

Richmond P. Gardner, Fifth Ave. Bank 
of New York 

Henry Judson, Seattle Trust & Savings 
Bank 

Merrill Anderson, The Merrill Ander- 
son Co., New York 


HOW TO SELL BANK SERVICE BY 
DIRECT MAIL 


R. E. DOAN. 
bridge, Mass. 


Bankers Publishing Co., Cam- 


146 pp. $2.50. 


This is a helpful manual covering the 
range of problems involved in direct mail 
solicitation of banking and trust business. 
The chapter headings indicate the scope of 
the book: “Field of Direct Mail,” “Mailing 
Lists,” “Pre-Writing Preparation,” ‘Plan- 
ning Your Copy,” “Writing the Copy,” 
“Mechanical Details,’ “Personalized Form 
Letters,” “Other D. M. Pieces.” 

While most of the illustrative specimens 
relate to commercial banking, there is am- 
ple sampling of trust literature. The basic 
principles, in any event, are common to 
both banking and trust services. 


a 


Annual Report for Mailing Piece 


Unusual use of its annual report to 
stockholders has been made by National 
Trust Company Limited, of Toronto. To 
its trust prospects it has sent an attrac- 
tively styled booklet titled “Your Officers 
and Public Affairs,” and containing the 
addresses of President Macdonnell and Gen- 
eral Manager O’Connor at the annual meet- 
ing. The company is also using excerpts 
from these reports in newspaper advertis- 


ing. 











ECONOMY IN VETERANS’ ACCOUNTS 


Profitable Administration of Guardianships Described 


HARRY A. MILLARD 
Assistant Trust Officer, Bankers Trust Company of Detroit 


UR company accepted its first guar- 

dianship appointment in 1928. At 
that time it was a one man trust depart- 
ment, willing to take business that many 
larger institutions did not deem advis- 
able. Today we are handling approxi- 
mately 250 veterans’ guardianship ac- 
counts, aggregating $1,250,000. 

Because of the tremendous number of 
men in the armed forces, there is present- 
ly developing a great need for efficient, 
capable administration of guardianships 
for World War II veterans, minors who 
are named beneficiaries under a deceased 
veteran’s insurance policy, and depen- 
dents of a deceased or disabled veteran 
who, as such, are entitled to benefits. The 
Veterans Administration recognizes this 
need and it prefers a trust institution to 
relatives or friends of the veteran, who 
have no knowledge or experience as to the 
legal aspects of guardianship administra- 
tion. It is their belief, confirmed by our 
experience, that trust institutions should 
give serious consideration to the accep- 
tance of these accounts. If handled effi- 
ciently and in volume they can be pro- 
ductive of reasonable returns and other 
trust business. 


Cooperation from Veterans 
Administration and Court 


| NDER the “Uniform Veterans’ 

Guardianship Act” the Veterans Ad- 
ministration becomes a party at interest 
in all guardianships entitled to payment 
of benefits or which have investments 
made from the proceeds of such benefits. 


The profitable administration of veter- 
ans’ guardianships is facilitated to a con- 
siderable extent by the cooperation of the 
Veterans Administration. 

We are fortunate in having a regional 
office in this vicinity. The attorneys and 
contact officers of the Veterans Adminis- 
tration are conversant with the details 
of each account and a_ considerable 
amount of time is saved by use of the 
telephone. Information regarding the 
ward’s dependents, eccentricities, the ad- 
visability of making an unusual disburse- 
ment, social service reports and numer- 
ous other items are discussed freely and 
frankly with such officers, all of which 
leads to more efficient administration at a 
decreased cost to the guardian. 

The Probate Court, cognizant of the 
limitations on compensation under the 
“Uniform Veterans’ Guardianship Act,” 
makes every effort to cooperate with the 
Veterans Administration and with the 
guardian to conserve time and reduce 
cost. All veterans’ matters are assigned 
to one of the judges of probate, who sets 
aside two days out of each month for 
hearings on appointments, commitmenis, 
accounts, etc. This eliminates frequent 
appearances in court. It is not unusual 
to have from ten to fifty accounts heard 
at one time. Thus the time expended per 
account is reduced to a minimum. 


Streamlining Performance 


HE Veterans Administration or other 
special agency, almost without excep- 
tion, initiates action looking toward the 
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filing of petitions for appointments of 
guardians, so that it is unusual to re- 
quire any time from.the trust institution 
before appointment is made. In many 
instances, however, we receive a letter 
advising us that a petition has been filed 
for our appointment and giving us the 
date of hearing thereon, information as 
to the veteran, his dependents or other 
relatives and perhaps the former guar- 
dian. 

After the appointment is made, either 
the veteran, the former guardian, or a 
member of the family will invariably call 
immediately at our office for a conference 
arranged through the Veterans Adminis- 
tration. At this time we endeavor to ob- 
tain complete information regarding the 
ward, such as date and place of birth, 
citizenship status, marriages, divorces, 
names and addresses and ages of depen- 
dents and other pertinent information 
for future reference. The Veterans Ad- 
ministration usually has very complete 
information in its files which is available 
to the guardian. 

Arrangements are made to receive as- 
sets from the former guardian or the 
ward. In a new appointment, a claim is 
immediately prepared and certified copy 
of letters of guardianship and bond are 
filed with the Veterans Administration. 
This places the matter in form for the 
proper official to adjudicate compensation, 
pension or insurance benefits. Upon ad- 
judication we receive a letter setting 
forth the benefits payable. 


We minimize as much as possible all 
duties pertaining to the administration of 
these accounts. Credit tickets for use 
with compensation or other benefits are 
prepared on the addressograph. We elim- 
inate unnecessary conferences with wards 
or other interested parties. In our ex- 
perience bothersome wards are few. Of 
course about 70% are either hospitalized 
or institutionalized in Veterans Adminis- 
tration facilities at government expense 
and require little for personal expendi- 
tures. 

We have arranged with the various 
facilities to notify us whenever the vet- 
eran’s personal account becomes short of 
funds and to advise us the amount which, 
in their opinion, is necessary to replenish 
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that account for approximately one year. 
More than 50% of our wards are hospi- 
talized in one facility. We call at that 
institution once or twice a year to dis- 
cuss the affairs of the various wards with 
the manager and to determine if we can 
be of any assistance to the manager or 
our ward. We arrange for the Commis- 
sary Department of the hospital to pro- 
vide Christmas boxes for all our wards. 


Investing and Accounting 


HE trust officer is authorized to in- 

vest available funds in U. S. Savings 
Bonds Series E, and if deemed advisable 
to invest not to exceed 25% of the total 
assets and in no case more than $2,000 
in fully paid shares of certain local sav- 
ings and loan associations. This reduces 
the work of reviewing and analyzing in- 
vestments, the clipping of coupons, and 
crediting various accounts. Since the 
savings and loan associations allow with- 
drawals on demand, principal is im- 
mediately available in case of an unusual 
request, although a large number of guar- 
dianship accounts receive compensation 
or insurance benefits which provide ample 
funds for maintenance and support of the 
ward and ‘his dependents. 


To minimize the amount of work neces- 
sary for annual accountings in the Pro- 
bate Court, they are prepared and typed 
in the usual manner except that the peti- 
tion and prayer are mimeographed, one 
copy for the Veterans Administration 
being endorsed with a rubber stamp and 
signed by an officer certifying that it is a 
true copy of the original accounting to 
be filed in the Court. The “Uniform Vet- 
erans’ Guardianship Act” specifically for- 
bids the appointment of a guardian ad 
litem except on order for cause shown. 
It also provides that a copy of any ac- 
counting or petition shall be furnished 
the Veterans Administration and that the 
Court or a representative appointed by 
the Court shall examine the assets and 
certify that they are in the possession of 
the guardian in accordance with the ac- 
counting. Through agreement of the 
Judge of Probate, the Chief Attorney for 
the Veterans Administration and our- 
selves, the Judge appoints either a repre- 
sentative of the Veterans Administration 
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or our auditor (who has no duties re- 
garding the administration of the guar- 
dianship). 


Whenever a number of accountings are 
ready, a telephone call to the Chief At- 
torney results either in his delegating 
one of his officers to call at our office, or, 
if they are all busy, our own auditor 
actually checks the securitiés against the 
account. A rubber stamp is used on the 
original and one copy of the account cer- 
tifying that he has examined the assets 
and that they are as listed in the account, 
and his signature is appended thereto. 
One copy of the accounting is then for- 
warded to the Veterans Administration 
for their audit. Upon completion, we are 
advised as to any objections, which we 
endeavor to remove before the account is 
filed. The original is then filed in the 
Probate Court. Orders allowing the ac- 
count and orders appointing the repre- 
sentative who checks the account are also 
mimeographed. As soon as heard and 
allowed the orders allowing same, pre- 
viously mimeographed, are obtained in 
duplicate, one copy for the Veterans Ad- 
ministration and one for our files. 


Compensation and Leads 


NDER the provisions of the “Uni- 

form Veterans’ Guardianship Act” 
we are allowed an annual fee of 5% of 
the income to the estate, and extra com- 
pensation for extraordinary services de- 
pending upon the time factor and results 
accomplished. We have a minimum fee 
of $25 per year in the majority of cases. 
The fees collected for 1943 averaged ap- 
proximately $50 per account, the total 
exceeding $12,000. A number of accounts 
have little or no assets aside from bene- 
fits collected. On the other hand, several 
amount to more than $30,000 each. We 
view these accounts as a class and realize 
that compensation in some few cases is 
not commensurate with services per- 
formed. When it is considered that these 
250 guardianships are all administered 
by one trust officer, who performs other 
services in addition thereto, the compen- 
sation is adequate. 


When one of the wards dies, it is nat- 
iral for our institution to be selected to 


The 
99th Candle 
Will Remain 

Unlighted 


Although the 99th birthday of 
Cleveland’s oldest bank falls on 
May 17th, this is no time for anni- 
versary celebrations. Only one 
event will truly deserve celebra- 
tion—victory. 


Meanwhile, every plan — every 
resource — every energy of this 
bank will remain devoted to help- 
ing to speed the day of victory. 
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administer the estate (this is becoming 
more frequent as to veterans’ of World 
War I). All assets being clean and un- 
encumbered and all pertinent information 
being in our files, the administration of 
such an estate is enormously simplified. 
We are often gratified to find that be- 
cause of our activities in administering 
these accounts we are consulted by at- 
torneys and others regarding provisions 
for minors in wills. It is only natural 
that business properly conducted attracts 
new business. Several appointments, 
aside from veterans’ guardianships, have 
been obtained from our Probate Court 
because of the Court’s intimate knowl- 
edge of our facilities and methods of 
handling such accounts. 


It would seem that trust institutions 
can perform no finer service to their com- 
munity, particularly where a regional of- 
fice of the Veterans Administration is 
located, than to consider the acceptance 
of such accounts. We believe an under- 
standing may be had with the Chief At- 
torney to concentrate the appointments 
in one or two of the institutions in that 
community, selecting those which are 
equipped to handle the accounts efficient- 
ly, and to cooperate with the trust insti- 
tution and the Probate Court to the end 
that the trust institution may accept the 
appointments without regard to the size 
of the account or pecularities of the ward. 
It would also seem that if the trust insti- 
tutions fail to provide adequate facilities 
for servicing these accounts, the Veter- 
ans Administration may, because of the 
probable number of guardianships which 
will become operative in the near future, 
be required to provide for handling such 
matters through other or new agencies, 
possibly leading to socialized trust ser- 
vices. 


We believe, however, that if appoint- 
ments are accepted in volume the cost of 
administering the individual accounts can 
be reduced to such a point that the trust 
institution can be adequately compensated 
for its services, and these accounts can be 
productive of other business while at the 
same time the trust institution performs 
a valuable service to the community and 
the country. 
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OBSTACLES TO COMMON TRUST FUNDS 


Results of Survey of Larger Banks in New York State 


IX years have elapsed since reg- 

ulations authorized New York 
banks to establish common trust 
funds. To date, no fund has been 
set up in the State. With a view to 
appraising the reasons for this sit- 
uation Trusts and Estates made a 
survey of the large banks in the seven 
major cities. The information ob- 
tained reveals that, while many of 
the obstacles to creation of common 
trust funds flow directly from the 
State law, some of the difficulties are 
due to conditions confronting banks 
generally in putting a common trust 
fund into operation at this time. 


The question has, in the main, been 
approached earnestly; it has not been a 
mere matter of categorical rejection. A 
trust officer in Rochester sets the tone in 
saying that, conceding in principle the 
advantage of maintaining such a fund, 
“it is encouraging to note that trust in- 
stitutions face the idea of establishing a 
common trust fund with deliberation.” 
A number of banks have experimented 
with a “dummy” fund. 


The reasons for the absence of an 
actual fund in operation fall mainly inco 
eight groups: 


. Expensive and complicated account- 
ing requirements under the State 
law (9) 

. Manpower shortage (6) 

. Doubtful status of amortization of 
bond premiums and apportionment 
of stock and extraordinary cash div.- 
dends (3) 

. Limitation of participation to $25,- 
000 (3) 

. Investment restrictions (3) 


Just before going to press, we checked 
with the State Banking Department and 
learned that on that very day, May 8, 
permission was granted Marine Midland 
Trust Co. of New York to establish a 
fund. 
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6. Tax questions (3) 
7. Compensation (3) 
8. Valuation and other (4) 


1. Accounting—“It is not clear wheth- 
er an accounting in the common trust 
fund precludes any duty to account again 
for its operation when accounting for the 
participating trust.” (New York bank) 


“There are practical difficulties in the 
citation requirements.” (New York) 


“To what extent, if at all, can the fol- 
lowing expenses be charged to the com- 
mon trust fund: special guardians’ fees; 
advertising on accountings; printing and 
mailing of auditor’s report; legal fees ° 
on accountings and recurring in the ad- 
ministration of the fund?” (New York) 


“Can a complete release be had on 
termination of administration of a trust 
or must final release await the next court 


accounting for the common fund?” (New 
York) 


“We would have to change over our 
complete accounting system in order to 
handle the accounting, and there would 
not be sufficient benefits derived from the 
switch to compensate us for the work 
involved.” (Troy) 


2. Manpower—“Initially very consider- 
able extra work is required to analyze 
numerous trusts, determine which are 
available for inclusion in the Common 
Fund and to prepare for and organize 
the operation of such a Fund. It is pos- 
sible that a separate division responsible 
only for the Fund operation would be ad- 
visable, if not required.” (Buffalo) 


“While in theory the Common Trust 
Fund should reduce labor handling, in a 
comparatively small institution it will 
eliminate only a fraction of a person here 
and there, so that eventually its economy 
will show in the ability to take additional 
business without adding importantly to 
personnel.” (New York) 


“We would for a year or more want to 
experiment with a ‘dummy’ common fund. 
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We do not have adequate seasoned per- 
sonnel to make this possible.” (Syracuse) 


3. Amortization—“It is questionable 
whether amortization requirements or 
unusual treatment of stock dividends 
would permit the inclusion of a great 
many accounts. If the law could be so 
written that participation in a fund could 
be construed to be similar to the purchase 
of a share of stock, it might avoid the 
question of amortization, for there would 
be no premium per se, and there would 
be no stock dividends to raise a question 
as to the meaning of the instrument.” 
(New York) 

“The common trust fund would have 
considerable appeal to New York trustees, 
if legislation were passed determining 
that all stock dividends received in the 
common trust fund should be treated as 
principal, and that the trustees were not 
required to amortize bond premiums on 
securities held in the fund.” (New York) 


4. Size Limit—‘‘We hope that the Fed- 
eral Reserve Board will permit participa- 
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tions up to $50,000, which would enable 
more trusts to participate in the Com- 
mon Trust Fund, thus avoiding continued 
administration of trust assets partially 
as separate funds, and increasing oper- 
ating economies.” (Buffalo) 


5. Investment—“A large number of 
our trust accounts call for legal invest- 
ments and where many of those invest- 
ments are in government bonds, we can- 
not see any great advantage in that type 
of common fund.” (Utica) 


“Tt is not clear whether a new trust 
may participate while any investment in 
the common trust fund is in default.” 
(New York) * 

“There are practical difficulties in the 
rule that notice must be given to inter- 
ested parties when the first investment is 
made in the fund. It is felt that public 
reaction would be unfavorable.” (New 
York) 

“When do eligible investments become 
ineligible in a discretionary fund? Un- 
der what circumstances would they be 
likely to get into liquidating accounts?” 
(New York) 


6. Taxation—‘“There is an income tax 
problem in the requirement of making 
separate income tax returns for-the com- 
mon trust fund and possibly for each 
participating trust, where the profits on 
a pro rata basis require it. The common 
trust fund would probably work on new 
business far better than it does by in- 
cluding old as well as new. In old trusts 
there may be a capital loss which would 
not. be taken under ordinary conditions 
and which would have to be taken in 
order to put some trusts in the fund. 
The reverse is true where there is prop- 
erty inherited or acquired some years 
ago, in which there is a profit, and hence 
on the sale there would be a capital 
gain.” (New York) 


“We hope that amendments to the en- 
abling act and regulations will permit 
changes in valuation dates in order that, 

*Presumably this refers to the passing 
of a customary dividend, since the law 
provides for immediate segregation of 
any bond or mortgage in default.— 

Editor’s Note. 
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for tax purposes only, four rather than 
five valuations annually would be re- 
quired.” (Buffalo) 


“Is there any way to avoid the neces- 
sity of having a fiscal or calendar year 
end on the 30th of a month for income 
tax purposes? If not, an extra period of 
computation appears necessary.” (New 
York) 

7. Compensation—“The operation of a 
common trust fund is primarily a ques- 
tion of costs. Trustees’ commissions have 
been going through a series of legislative 
changes in the last two years, and it 
seemed preferable to await the outcome 
of this year’s legislation before an intel- 
ligent estimate could be reached as to 
costs of operation for various size trusts 
under the usual procedure or through the 
medium of a common trust fund.” (New 
York) 


“There would be considerable adminis- 
trative difficulty involved in, continuous 
liquidation to meet annual principal com- 
missions under 
(New York) 


8. Valuation and Other—‘The valua- 
tion method presents many practical 


the new fee statute.” 


operating difficulties.”” (New York) 
(See Buffalo comment under heading 
6.) 


There were a number of items men- 
tioned once; e.g. 


“Will trusts be placed in a common 
trust fund even if income is presently re- 
duced thereby?” (New York) 

“The requirement that the fund may 
be used only for trusts established for 
bona fide trust purposes constitutes a 
hazard to the trustee. 

“There would probably be considerable 
dissatisfaction among persons interested 
in individual trusts over having their af- 
fairs made public through the accounting 
requirements. 

“There is a serious question whether 
the fund may be available to trusts which 
come from other states or which are gov- 
erned by the laws of other states.” (New 
York) ° 

The survey may be summed: up by say- 
ing that, while a number of. institutions 
have relegated the idea of a common trust 
fund to the “limbo of post-war planning,” 
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the majority are awaiting legislative 
clarification, particularly of accounting 
procedure, and several are actively study- 
ing the matter with the hope or expecta- 
tion of starting a fund in the near future. 


Washington Trust Assets Up 


Trust departments of six state banks and 
trust companies in Washington were admin- 
istering as of December 31, 1943, $30,773,- 
449 in trust accounts, of which $6,002,536 
were assets held under note and bond issues. 
The total represents a gain of $515,000 
over the previous year. Private trusts in- 
creased $1,160,000, while corporate trusts 
were down. 
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SETTING UP A COMMON TRUST FUND 


A. W. WHITTLESEY 


Trust Investment Officer, Pennsylvania Company for Insurances on Lives and Granting Annuities 
Philadelphia, Pa. 


HERE is one phase of unwritten 

policy of the Federal Reserve Board 
in creation of Common Trust Funds—an 
investment diversification basis generally 
similar to that applied to trust accounts 
with broad investment powers. So con- 
vinced was the Board that this would be 
the basis for operating, it failed so to 
state this objective in Regulation “F’’, 
but it now seems clear that the Reserve 
authorities will not countenance funds 
created with the objective of meeting 
special purposes of investment, despite 
the fact that they seemingly can be es- 
tablished under the regulations as they 
now stand. It should be clearly and defin- 
itely realized that this splendid vehicle 
for the management of trust funds should 
not be expanded to create second-grade 
bond funds, capital appreciation funds, 
all common stock funds, etc. 


In developing a final plan for your 
own individual institution, it is important 
to make sure that it provides the neces- 
sary flexibility and at the same time full 
compliance with the regulations. There 
therefore may be an advantage in ex- 
plaining the points in which our plan 
differs from the Ohio model plan and also 
in reviewing the major points of policy 
on which differences of opinion exist. 


Liquidity 


The Ohio model plan provides for in- 
vesting in “such types of property as in 
its discretion it may deem proper.” Our 
plan permits the purchase only of readily 
marketable securities. We purposely ex- 
cluded mortgages as we wanted at all 
times to be thoroughly liquid. For a simi- 
lar reason we excluded inactive securities. 


Closely tying in with our provision for 
readily marketable securities is that re- 
quiring sale of any securities which no 
longer meet the requirements of our ap- 
proved list. Our observation of securi- 


At the Trust Meeting of Ohio Bankers Associa- 
tion, April 5. 


ties which have been held over a long 
period of time in the hopes of recovery 
indicates that in many cases the first loss 
is the cheapest one to take. Furthermore, 
judging by the experience of many trac- 
tion and railroad bonds, it would appear 
that hoped-for recovery in market value 
takes an unconscionably long time to be 
realized. Therefore, where segregation 
is provided under a Common Trust Fund 
Plan, as Ohio’s does, it is important to 
consider that while waiting for recovery 
in value of a segregated asset, deaths of 
participants in segregations may well 
saddle the trustee with a complicated con- 
dition of having fractional interests in 
participations of segregations. The re- 
sulting confusion and multiplication of 
actions might well defeat the very pur- 
pose of the Common Trust Fund with- 
out securing any commensurate benefits 
for participants. For this reason, we 
have stipulated in our Plan that when a 
security no longer qualifies, it shall be 
sold. 


Accounting Basis 


Although we feel there are many ad- 
vantages in operating on a monthly valu- 
ation basis, and have experienced no 
difficulties whatsoever, such a method of 
operation should only be attempted by 
the larger trust companies which have 
tabulating equipment. For all others, it 
would appear advisable to have quarterly 
valuation dates, so dated as to fit in best 
with general operations. 


Your choice of the accrued basis of ac- 
counting, rather than the so-called alloca- 
tion or cash basis, is wise. Under the 
accrued income method, the proportionate 
part of all accrued but uncollected income 
of the Fund is added to the principal 
value of the unit for the purpose of ad- 
missions or withdrawals. One advantage 
of this method is that the flow of income 
to newly participating trusts starts in 
full at the time of the next dividend dis- 
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bursement. Another advantage is that 
once an account terminates, it is possible 
to liquidate the units in the Fund, pay 
out the full amount of the accrual at the 
time of such withdrawal, and thus’ com- 
pletely close the account. This might re- 
sult in discrimination if any defaults oc- 
curred in mortgage investments, but it is 
not true as to marketable bonds which 
trade with full accrued interest up to the 
day before default occurs. 


We see merit in the cash basis of 
handling income only if mortgages are 
contemplated as an investment. The dis- 
advantages are that newly participating 
trusts receive relatively small dividends 
for the first two quarterly periods and 
withdrawing trusts continue to receive 
driblets of income for a six months’ pe- 
riod after their participations have been 
closed out, and the trustee is saddled with 
markedly greater operating details. To 
my knowledge, only one Fund uses the 
cash basis. All the companies operating 
on the accrual basis are completely satis- 
fied with the results. 


Our Plan calls for quarterly dividends 
payable out of income cash on hand as of 
the close of business each last day of 
March, June, September and December, 
after allowance for accrued auditing ex- 
pense. As the available cash does not in- 
clude interest and dividends payable on 
the first day of the next succeeding 
month, we are always assured of a recur- 
ring flow of income cash to cover accrued 
interest on new bonds purchased, and this 
eliminates possibility of overdrafts in the 
Fund’s income account. 


Tax Phases 


All Pennsylvania Common Trust Funds 
operate on a fiscal year basis, to avoid a 
double load on Tax Departments in the 
early months of the year, as in addition 
to the usual returns for Federal Income 
Taxes, Pennsylvania Personal Property 
Tax returns must also be completed, 
based on security valuations as of Decem- 
ber 31. 


The procedure for handling capital 
gains and losses is much simpler than has 
been generally realized. In maintaining 
records with reference to adjusted basic 
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tax cost values of participating units, we 
find it necessary to maintain a very brief 
set of records which includes: 


_ 1. The tax period. 

2. The asset value per unit at the be- 
ginning of the period. 

3. The net realized capital gain or loss 
for the period. 

4. The net cumulative gain or loss at 
the end of each period since the 
start of the fund. 


The formula for developing the ad- 
justed basic tax cost is as follows: Take 
the difference between the net cumulative 
gain or loss recorded at the time of with- 
drawal and the net cumulative gain or 
loss recorded at the end of the period 
immediately preceding the date units 
were purchased. ‘If the difference is a 
gain, it is added to the original purchase. 
price; if a loss, subtracted. 


Original Issuance Value 
The Federal Reserve regulations per- 
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mit trustees to issue certificates of par- 
ticipation, but to my knowledge there is 
not a single trust company currently 
making use of certificates. Initially we 
felt it would be advantageous for control 
purposes to issue certificates, but it was 


not long before we realized that a tre-- 


mendous burden of operations and ex- 
pense would ultimately be incurred. As 
a consequence, we discontinued this prac- 
tice. 

We started our Fund with $100 units. 
Most of the other plans now operating 
provide for original values of $10, which, 
of course, enables them to invest some- 
what more closely. Also if a decline oc- 
curs, there is not as great a loss indicated 
if a unit drops from $10 to $9, as from 
$100 to $90. On the other hand, our 
current unit value of $109-$110 looks 
more impressive than $10-$11. 

At the initiation of our Fund we 
charged all participants with a $1 income 
deposit per unit to have cash in the in- 
eome account for payment of accrued in- 
terest on bonds purchased. This deposit 
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was returned at the end of the first quar- 
ter, as sufficient income cash had been 
provided by collections to. assure no over- 
draft. 


A Trustee can follow three courses of 
policies on admissions. First: use only 
new cash coming into a trust, or cash 
received from either general sales or 
redemptions. Such a Fund will show 
rather slow growth, and we question 
whether full benefits will be derived. On 
the other extreme, we have the possibility 
of making complete ‘“fold-overs” which 
involve sale of all investment items for 
conversion into the Fund. Thirdly, there 
is the middle course of partial “fold- 
overs.” In considering these last two 
possibilities, the question arises as to 
whether all holdings should be sold re- 
gardless of inventory and income loss, 
and placed in the Fund, or should sales 
be made only of securities where there is 
either a profit or not much of a loss, and 
then only if income can be maintained on 
an over-all basis. This can only be solved 
after each eligible trust account has been 
carefully reviewed. The advantages of 
broad diversification are so great as to 
lend weight to a policy of providing this 
protection to the fullest possible extent 
to all small accounts, even if losses are 
incurred and even at a sacrifice in in- 
come. 


As far as general operations are con- 
cerned, our Common Trust Fund is treat- 
ed as just another trust account. How- 
ever, in addition, we carry a complete 
set of separate books—general ledger, in- 
vestment ledger, participants’ ledger, 
cash book, etc. These are kept separate 
and checked by our Audit Department 
once a month. 


Advice to Beneficiaries 


The Federal Reserve regulations re- 
quire that a notice of first investment be 
sent to all beneficiaries of participating 
trusts. We have followed the policy of 
sending these notices along with a copy 
of the Fund’s last annual report. Provid- 
ing full‘information on our Fund has 
been helpful in educating our clients on 
the benefits of this medium of trust in- 
vestment. With respect to trusts created 
by settlors still alive, even where they 
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have given us full investment powers, we 
advise him of our intention to make such 
an important change in his trust. 


The regulations require that at the end 
of the year, a notice that the Fund has 
been audited must be sent to each bene- 
ficiary, each of whom is entitled to a 
copy of the audit upon request. AIl- 
though this does not actually require that 
an annual report be sent, we have felt it 
advisable, from the standpoint of public 
relations, to send all our beneficiaries 
complete information. We have had a 
very favorable response from our clients 
and friends on the annual reports. 


Bona Fide Requirement 


The Federal Reserve regulations pro- 
vide that participation in any Common 
Trust Fund must be limited to bona fide 
trusts... Although no official ruling has 
yet been handed down as to the exact 
limits of what is a bona fide trust, it 
would appear that such a trust is one 
created for purposes other than merely 
to invest ina fund. We are satisfied that 
a trust is bona fide if it contains disposi- 
tive provisions, but we discourage trusts 
where the settlor reserves income to him- 
self with corpus assigned to his general 
estate. 

It is our understanding that it is per- 
missible for a trust company to adver- 
tise that it maintains a Common Trust 
Fund and to outline its uses and advan- 
tages, provided that it is made clear that 
use is limited to bona fide trusts and no 
statements are made with respect to in- 
vestment performance. 


Obstacles to Creation 


The three major barriers that have re- 
tarded the growth of the Common Trust 
Fund movement appear to be: 


(a) The $25,000 limitation 

(b) Fears of investing 

(c) Lack of appreciation of operating 
savings 


and the greatest of these is the $25,000 
limitation. 

A large number of small trust accounts 
seems more prevalent in the East as ac- 
cumulated wealth has been distributed 
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through a greater number of generations. 
More than half of the accounts in The 
Pennsylvania Company, for example, 
have a market value of under $25,000. 
Where such condition exists, a Common 
Trust Fund is a dire necessity. How- 
ever, it seems that trust companies 
throughout the country do not have as 
great a proportion of accounts that come 
within the present limitation and, as a 
consequence, the stimulus is not great 
enough to create a Fund. 


This would seem to lend great weight 
to the desirability of having the regula- 
tion changed so as to provide that ac- 
counts could be invested up to $50,000 
or to the extent of 1 per cent of the total 
size of the Common Trust Fund which- 
ever is greater. This proposal would 
eliminate the necessity of making period- 
ic changes in the limitation. Another ad- , 
vantage would be the greater degree of 
flexibility that could be exercised by a 
trustee in determining the amount to in- 
vest of any account. 
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Investment Fears 


In some instances the non-establish- 
ment of Common Trust Funds may be 
traced to the timidity of investment of- 
ficers. If a Common Trust Fund is start- 
ed when the stock market is relatively 
high, at some time there will be a depre- 
ciation, if common stocks are purchased 
to any extent, but on the other hand, the 
higher-than-average market makes it pos- 
sible to effect a greater number of “fold- 
overs” of accounts without disturbance 
of income and without taking serious 
losses in what might well be satisfactory 
investments. On the other hand, if a 
Fund is started when markets are low, 
it is true that there should be a more im- 
pressive record of unit valuations. But 
the fact remains that full usage of the 
Fund almost certainly has to await a 
period of average-to-high prices. 


It seems to us that the fear of showing 
depreciation in the unit value of a Com- 
mon Trust Fund has been greatly exag- 
gerated. It is a matter of record that in 
Philadelphia, four Funds commenced 
operations when the Dow-Jones Indus- 
trial Average was between 121 and 147 
and subsequently the common stock mar- 
ket went to its 8 to 9 year lows of 92.93 
in the Spring of 1942, representing a 23 
to 37 per cent decline. In the face of 
this it may be noted that the low point 
reached in our Fund was $89.77 and the 
lowest dollar value of any Philadelphia 
Fund was 87.3 per cent of the original 
issuance price. It thus appears that 
even under a very adverse set of condi- 
tions, the values of the various Philadel- 
phia funds held up remarkably well. 


Operating Economies 


Tremendous savings are possible 
through Common Trust Fund operation. 
In the three and three-quarter years of 
operating our Fund, there has been an 
elimination of over 7,200 investment 
items from individual trust accounts and 
today we have close to 600 accounts which 
are either completely invested in our 
Fund or which have not over three corpo- 
rate security items. 


Cost studies of four of the largest 
Philadelphia trust companies indicate 
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that they are in a position to take on any 
sized trust account with the certainty 
of doing so without loss, provided there 
are obtained fees of % to 1 per cent 
(with a minimum charge of $25) and the 
assurance that the account will be in- 
vested entirely in the Fund. 


Where these conditions are realized, it 
appears that costs of handling $25,000 
accounts fully invested in the Fund range 
between $45 and $50, so that with a ™% 
per cent rate, there is an indicated profit 
of at least $75 per account. Even on the 
smallest accounts it is possible for the 
Trustee to at least break even. 


The Common Trust Fund account, in- 
volving, practically speaking, only four 
postings a year, can never constitute 
much of an expense factor in any Trust 
Department and there is the fortunate 
certainty that the degree of activity will 
never increase and that time normally 
spent with co-trustees and beneficiaries 
will be largely eliminated due to the na- 
ture of the investment and the relatively 
constant flow of income that will be pro- 
vided. 


Should You Start a Fund? 


Do you have enough accounts to justify 
the creation of a Common Trust Fund; to 
make it worthwhile? In some respects 
even the smallest Trust Department 
would find it to its advantage to have a 
Fund, particularly if time for supervision 
is definitely limited, because if all of its 
accounts can either now or ultimately be- 
come fully invested in the Fund, it would 
be possible to give all of them a degree 
of continuing supervision which would be 
impossible if they were all individually 
invested. Furthermore it provides a ve- 
hicle to supply the needs of all of the 
members of the community served. There 
usually is an abject fear of acquiring 
small accounts, as in the past they have 
been bothersome from an administrative 
standpoint, as well as being unprofitable. 
As we see it, such conditions would not 
hold true where the trust company had a 
Common Trust Fund in operation, pro- 
vided that small accounts are accepted 
only with the understanding that they be 
fully and completely invested in the 
Fund. 
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HE No. 1 problem for any investor 

at any time, during war or peace, is 
whether to own money or “things.” Post- 
war planning for the investor begins with 
an attempt to answer that problem. 

The answer need not be one or the 
other. The investor must choose, but he 
may choose half of each, or include both 
in any other proportions which suit his 
fancy. ‘“Half-and-half” is the most con- 
servative answer under “normal” condi- 
tions because no matter which subsequent 
events prove to be the best values, the 
“half-and-half” course will be at least 
half right, and at worst not more than 
50% wrong! 

To the investor the word money covers 
eash, bank deposits and financially re- 
sponsible promises to pay cash at some 
future date. Good bonds are simply 
money “futures” in the same sense that 
a contract to deliver wheat in Chicago 
next September is a wheat “future.” 
When the investor buys real bonds at 
current low yields he is expressing his 
opinion that the dollars to be delivered to 
him some years hence will be worth as 
much as or more than they are worth 
now. By “things” we mean all else that 
money will buy. Commodities are 
“things” in that sense, as is real estate. 
Automobiles, garden tools, clothing, liq- 


uor all are “things.” So are common 


stocks. 


Relative Future Values 


HEN the investor expects prices to 

fall he should own money and 
money “futures” because if he is right, 
money will buy more next year than it 
would today. When he expects prices to 
rise he should own “things” because if he 
is right the money he spends to buy 
“things” will buy more now than next 
year. In that sense having necessary 
house painting or dental work done this 
spring instead of next fall might repre- 
sent a shifting of ownership from money 
to “things,” and constitute a small but 
nonetheless real “hedge against infla- 
tion.” 


In wartime, and in the period imme- 
diately following when deferred demands 
for goods make themselves felt faster 
than industry can convert back to peace 
production, there is a tendency for prices 
to rise because people want more 
“things” than are available, and try to 
outbid each other to fill their wants. 


_In wartime the government tries to 
stop such competitive bidding by ration- 
ing and price-fixing, and it may continue 
to do so for a time after the war is over. 
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The investor’s problem is further compli- 
cated by the possibility that when the 
war is over, prices may be pushed up by 
the first rush of deferred demand for 
peace goods, only to be knocked down 
again by an avalanche of production that 
will hold them down indefinitely. Under 
extreme circumstances, of course, prices 
may soar because of a loss of confidence 
in “money.” 

Once the investor has decided whether 
to own money or “things,” and in what 
proportions, his next problem in post-war 
investment planning is selection. For 
that portion of his funds to be left in 
“money,” .some of the various United 
States Government issues already out- 
standing or shortly to be forthcoming 
seem certain to be suitable to any port- 
folio. Whether to use tax-exempt state 
and municipal issues is an individual 
problem varying as individual incomes 
vary. Likewise an individual problem is 
the question whether marketability is 
more to be desired than the protection 
against price decline obtainable, through 
redemption features, in the United States 
Savings Bonds. With interest rates near 
record low levels, common sense argues 
against disproportionately large  pur- 
chases of the most distant bond maturi- 
ties, whether United States Government, 
state, municipal or corporate. 


Money Needs Management Too 


HEN we start to select “things,” 
we turn to common stocks not be- 
eause they are foolproof—far from it— 
but for the lack of something better. 
What are the alternatives for the private 
investor in “things”? He may buy com- 
modities, but commodity prices may not 
rise for months or even years to come, 
price ceilings may nip the rise in the bud, 
and the government may requisition your 
commodity holdings if all other controls 
fail. Meantime, every month that passes 
adds to carrying costs. Purchase of un- 
improved real estate is open to a similar 
objection. Taxes may have amounted to 
so much by the time the anticipated price 
rise comes that the patient holder has lit- 
tle or no real profit when he sells. 
Purchase of improved real estate, on 
the other hand, or of income producing 
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property of any other kind, involves 
management. If the investor is capable 
of managing the property himself, well 
and good. Most investors, however, will 
have to hire the management. When 
they hire management, they hire some- 
one to engage in business with their 
money in competition with others in that 
business. To succeed in any business, 
management must be good. 


Unfortunately, it is often impossible 
to hire good management for a very small 
enterprise. The overhead is more than 
the business can bear. The remedy for 
small investors is to pool their resources 
to form businesses large enough to en- 
gage really competent management. But 
when they have done so, they have, in 
effect, created new common stocks be- 
cause common stocks are the evidences of 
ownership of just such cooperative busi- 
ness enterprises—cooperative, that is, 
as regards the owners. 


Principles of Equity Selection 


F we conclude, therefore, that post- 

war planning for the investor—pri- 
vate or fiduciary—inevitably involves 
the use of common stocks, the next prob- 
lem is to select the industries and the 
companies in which to invest. Certain 
general principles seem applicable: 


1. War overstimulates production of 
raw materials, but creates shortages of 
fabricated goods. Post-war planning for 
the investor would seem to suggest 
special consideration of common stocks 
of companies manufacturing or mer- 
chandising articles for which we fore- 
see pent-up demand, and selling stocks 
of companies producing raw materials 
most likely to be in oversupply when the 
war ends. Such a policy seems to have 
everything to recommend it for the first 
year or two after the war. Eventually, 
though, the war-accumulated inventor- 
ies have been worked off, depletion and 
exhaustion of natural resource raw 
materials accelerated by war produc- 
tion may result in scarcity values for the 
deposits that remain. Thus, sale of a 
copper mining stock and reinvestment 
of the proceeds in the stock of a cop- 
per fabricator may avoid some head- 
aches in the first post-war year, but a 
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little later the world may find: itself 
short of copper with the result that own- 
ers of the remaining copper deposits 
then will be in a stronger position than 
the fabricators. 

2. As a direct result of the war, in- 
dustrial activity for the nation as a 
whole has been ‘at record high levels. 
On the way up from subnormal indus- 
trial activity to super-normal, the com- 
panies which benefit most percentage- 
wise are the smaller, marginal compan- 
ies which under ordinary conditions live 
on the crumbs of business that are not 
taken by the leaders in their industries. 
To continue to expect better than aver- 
age earnings gains and market per- 
formance from stocks of such compan- 
ies when the war ends and industrial 
activity falls seems unwise. The “best” 
stocks are cheaper now relative to the 
market as a whole than they have been 
in many years. 


Company and Industry Variations 


3. Excess profits tax reduction or re- 
peal seems likely when the war ends, 
even though so-called normal and sur- 
taxes may remain high. Tax reduction 
means nothing to companies whose 
earnings will disappear when the war 
ends, but could result in startling in- 
creases in earnings for a few companies 
whose excess profits tax payments now 
are high and whose post-war business 
prospects are outstandingly bright. Cer- 
tain chemical stocks, for example, merit 
attention in this category. 

4. Companies whose businesses have 
been curtailed or shut down by Govern- 
ment order should show rapid improve- 
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ment when war regulations are lifted. 
Obvious examples are instalment finance 
and gold mining companies. 

5. Assuming a United Nations vic- 
tory over both Germany and Japan, de- 
struction of certain of their industries 
may leave some of our industries and 
companies with much less competition 
than before. Drastic curtailment of 
German and Japanese aluminum produc- 
tive capacity, for example, is not only 
a military objective but might help to 
insure the peace during a prolonged 
probationary period for both countries. 

6. Management will be more impor- 
tant than ever in the post-war world. 
New inventions have outmoded old 
methods, and will steal markets from 
pre-war products. Some companies 
forced by war needs to learn how to 
make produets they never made before, 
will branch into new lines when the war 
is over. Other companies, which might 
be idle otherwise when war orders are 
cancelled, will gamble their post-war 
existence on their ability to make good 
in new lines or open new applications. 
Recognizing the state of flux in which 
American industry will find itself when 
the war ends, good management will see 
to it that liquid assets are maintained 
at a level which guarantees prompt abil- 
ity to make extensive readjustments to 
cope with now unforeseeable changes in 
competitive conditions. 

The acid test of good management, 
however, is not the amount of cash it 
now has on hand, but its competitive 
record, through good times and bad. 
When allowance is made for cyclical 
business fluctuations beyond the control 
of management, records of competitive 
performance over a long period of years 
reveal trends of surprising persistence 
in individual companies and impressive 
diversity as among different companies 
as well as industries. 


The Day of “Post-Graduate” Products 


7. In the long run, the war-stimulated 
industrialization of Russia, China, India 
and Latin America promises increased 
competition for our simpler, basic manu- 
factures but likewise holds out hope of 
increased ability on the part of those 
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countries to buy the more complex pro- 
ducts of American manufacture. 
range post-war investment planning will 
miss a bet if it ignores the competitive 
advantages which the manufacturer of 
“postgraduate” products such as nylon, 
and other plastics, business machines, 
chemical and electronic equipment will 
have in world markets over the producer 
of pig iron and caustic soda. 


Insofar as possible, the conservative 
post-war planner for the investor will 
concentrate on ways and means of tak- 
ing advantage of impending changes 
which seem inevitable, and will waste 
little time trying to guess whether the 
President will run again, and what his 
chances are if he does. Neither will such 
a post-war planner speculate on the 
chance that a new management in Wash- 
ington may give utility holding compan- 
ies a new lease on life. As a matter of 
broad general policy he will continue 
to avoid certain types of common stocks, 
of which the utilities furnish the most 
notable examples, because the compan- 
ies represented must sell their products 
at prices fixed by government agencies 
while they must buy their labor and raw 
materials in comparatively free markets 
(except as subject to wage floors). 
Earnings of such stocks seem certain 
to be squeezed (in a period of rising 
prices) between rising costs and fixed 
selling prices. 


By the same token, our post-war in- 
vestment planner will avoid gambling on 
the possibility that the power of organ- 
ized labor will be curbed in the near 
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future. Labor has been demanding and 
getting a larger share of the profits pie 
every year for a long time, and there is 
no sign yet that the trend has been re- 
versed, or will be, regardless of who is 
the next president. The investment ap- 
proach to that problem is to select 
stocks of companies with high profit 
margins and low labor costs relative to 
the volume of business done and to the 
profits obtained from it, or those which 
are becoming highly mechanized. 


A Study in Relativity 


INALLY, post-war planning for the 

investor will be profitless insofar as 
common stocks are concerned if it does 
not recognize that in the stock market 
nothing is more dangerous than a “dis- 
counted” truth. Prospects for a com- 
pany may be ever so bright, but if in- 
vestors generally have been well aware 
of that fact for a sufficiently long time, 
purchase of that company’s stocks may 
well result in a principal loss or unduly 
low yield. The common stock buyer 
must never lose sight of the fact that 
equity values are a study in relativity. 
It is not enough to know that tire manu- 
facturers probably will not be able to 
satisfy the demand for two years after 
the war. Today’s prices of tire manu- 
facturing common _ stocks must. be 
weighed in relation to past prices, to 
their present earnings, to their average 
earnings, to prices of other stocks of 
comparable quality, to bond yields, to 
assets, and to industry and company 
trends. 
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How far the individual investor can 
hope to succeed in working out the 
practical application of such considera- 
tions as the foregoing to his own port- 
folio is a serious question. It looks like 
a full time job for an expert. The prac- 
tical problem is to combine the speed 
and flexibility of individual action, and 
. the individual’s right to think only of 
what is best for him rather than of what 
‘some court will think of what he thought 
or yesterday’s law requires, with the 
ripe experience and broad information 
available through institutions. There 
must be no defeatism in the approach to 
the problem of post-war investing. 
More than ever before, the tempo of 
these times forces the owner of capital 
to run fast in order to stand still. He 
must act promptly in order to offset the 
ravages of the twin termites of purchas- 
ing power and technological deprecia- 
tion, and to avoid the necessity of peer- 
ing farther into an impenetrable future 
than his more responsive competitors. 
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Post-War Capital for 
Small Business 


“Preservation of our democratic institu- 
tions as we have known them depends in 
large measure on our ability to maintain 
and strengthen the foundations of small and 
medium-sized independent enterprises. One 
of the essential components in any such de- 
sign is a responsive, capable local banking 
machinery which can function freely and 
effectively only if absentee control and the 
evils of monopoly are eliminated. For many 
years small and medium-sized as well as 
new businesses had faced almost insur- 
mountable difficulties in obtaining new 
money from the capital markets, particu- 
larly equity capital, indicating a substantial 
gap in the investment banking machinery. 
When such capital has been available, costs 
have been excessive, in contrast to the low 
costs of financing large established com- 
panies. We must establish some system 
which will provide a lasting source of ven- 
ture capital to finance existing local enter- 
prise as well as to foster additional busi- 
nesses. 


“Although the increased business activ- 
ity in recent years has produced a marked 
improvement in the financial condition of 
most American corporations, small as well 
as large, the need for new funds should 
be very great to take care of the long- 
deferred. replacement and renovation of 
plant and equipment and the purchase of 
Government plants. 

“After the war, with removal of present 
obstacles to formation of new firms and with 
the return of potential business men from 
the armed forces and war jobs, we can ex- 
pect a resurgence of small business and a 
broad demand for investment capital.” 


Ganson Purcell, chairman, Securities and Ex- 
change Commission, before Texas group of the In- 
vestment Bankers Assn. 
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Monthly Dividend Preferred 


American Home Products Corp. is one 
of the less than a dozen American firms 
which pay dividends monthly. In its re- 
cent annual report, the company states the 
total expense of distributing monthly divi- 
dends is about $4,100 which is a minute frac- 
tion of a cent per share. 


The report points out that shareholders 
have come to depend on the monthly check 
as they would a salary check. This fact 
is borne out by a preponderance of cor- 
respondence expressing a preference for the 
frequent payments. 


Of the 9,783 stockholders, none owns 
as much as 3% of the 948,470 outstanding 
shares. Trustees and organizations num- 
bering 1,091 own 32.6% of the shares, 
averaging 283.4 each, compared with the 
92.4 average for male and 58.3 for female 
owners. 


Who Owns Stock? 


48.7 per cent of the owners of U. S. Steel 
common stock were men, and women con- 
stituted 40.3 per cent of the total according 
to the company’s report for 1943. Men held 
34.1 per cent of the outstanding common 
and women 24.16 per cent. The shares of 
Union Carbide common held by women 
amounted to 24.17 per cent; 24.6 per cent 
was held by men. 


Fiduciaries were the listed holders of 5.3 
per cent. of Steel common and of 13.8 per 
cent of the preferred, while such owner- 
ship was reported for 15.9 per cent of 
Union Carbide stock. 


The third largest holding of Union Car- 
bide stock in the final quarter of 1943 was 
22.5 per cent in the names of “nominees.” 
Investment trusts held 1.03 per cent of the 
outstanding shares. 





Composite Diversification of Six Pennsylvania Discretionary Common Trust Funds 
As of December 31, 1943 


Bonds and Cash 

F.H.A. Mortgages* a 
Preferred and Guaranteed Stocks ___.. 
Equity Investments 

Cash 

U. S. Governments 

Domestic Municipals* 
Canadian Governments and Provinces 
F.H.A. Mortgages* 

Industrials - 

Utilities 

Rails = 

Banks and Insurance -. 


High Low 
60.0% 38.7% 
11.6% — 
30.2% — 
33.8% 23.0% 

1.1% — 
38.4% : 20.5% 

1.6% — 

2.7% os 
11.6% — 
47.6% 

31.3% 

13.0% 

3.2% 


Average 
52.2% 
1.9% 
18.2% 
27.7% 
0.5% 
29.3% 
0.3% 
0.8% 
1.9% 
36.4% 
. 23.4% 
5.6% 
1.8% 


*Securities of this class held by only one bank out of six. 


Source: A. W. 


Whittlesey’s paper, appearing elsewhere herein. 





LINCOLN-ALLIANCE 


BANK AND TRuST COMPANY 


Rochester, N. Y. 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 
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WHAT STOCKHOLDERS THINK — 


Continuation of moderate wartime dividends 
(40c per share) so that the company might 
be better prepared financially for post-war 
growth was endorsed by three out of every 
four stockholders replying to the third 
annual questionnaire sent out by General 
Foods Corp. Of the 68,210 holders queried, 
8,327 answered. Five out of six owners are 


VAULT Ae 


IF INTERESTED IN 
Commodities 


WUUWAUULAUUAA SELL 
UULLUNULNUALOVUUOAAUEAALML 
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Consider these facts: 


Ov extensive commodity 
contacts, supported by 

our broad wire service, plus 
the fact that sixty of our 
eighty-five offices are located 
in territories where commod- 
ities are either grown or proc- 
essed, enable us to gather 
pertinent information on any 
commodity quickly. 

Further, we maintain a 
specialist in each commodity 
who is in a position, due to 
his experience and knowl- 
edge, to interpret the mean- 
ing of such information. 

Next time your bank or 
one of its customers wishes 
expert commodity service, 
why not get in touch with 
either our home office, 70 
Pine Street, New York, or 
another of our offices nearer 
your own location. We will 
be glad to cooperate in every 
respect. 


MERRILL LYNCH, 


PiERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW. YORK 5, N. Y. 


Branch Offices in 85 Cities 


SVUQUONIOOUNTEOOUUUERUUONAUASOEOUONEEDOOU SELLA UEEUUUSU ULE 


CLEA Pe LUELLA CAPE CPT 


VUNPOULLLUEULELELENDEA OSHA ETH 


individuals; there are three women to 
every two men; two. out of three own 25 
shares or less and more than half of these 
hold 10 shares or less. 


Asked to check the five subjects they 
would be most interested reading about in 
the annual report, the stockholders put 
post-war plans at the top of the list with 
64%. Union relations, employee relations 
and taxes were mentioned by ab»ut one in 
every five or six. 

More than half (56.4%) wished to have 
the annual report about the same as in 
former years, while 28% would like to 
have it more condensed. 

Average remuneration of $550 paid in 
1942 to non-management directors was con- 
sidered “adequate” by 65.8%, “inadequate” 
by 17.3% and “too generous” by 4.8%. 


An overwhelming majority (92.2%) pre- 
ferred an accurately summarized report of 
the annual meeting in the G. F. Stockholder 
News, to a verbatim set of printed minutes. 


As to the company’s retirement plan, the 
costs of which are shared about equally by 
employee and company, with annual retire- 
ment income limited to 2% of total salary 
—vp to $50,000 a year—received during the 
period of contribution, the stockholders ex- 
pressed their views as follows: 33.6% 
would continue the plan on the present 
basis; 8.4% would have pensions based on 
a straight 2% of total salary, without 
limit; 42.9% would limit participation to 
$15,000 annual pension for present execu- 
tives and to $10,000 for future executives. 
(The latter proposal was voted down at 
the annual meeting.) 


————0 


Nevil Ford, chairman of the War Finance 
Committee for New York, announced the 
appointment of William R. White, vice 
president of the Guaranty Trust Company 
of New York and former State Superin- 
tendent of Banks, as chairman of the Com- 
mittee’s Banking and Investment Division 
for the forthcoming Fifth War Loan. 








THE PASSING SHOW OF PROBATE 
Unusual Wills and Estates Viewed from the Bench 


HON. FRANK L. McAVINCHEY 
Probate Judge, Genesee County, Flint, Michigan 


URING one of my early days on the 
Genesee County Bench I was listen- 
ing to the examination of witnesses con- 
cerning a will—two English women who 


spoke with a decidedly British accent— 
and something seemed to click within me 
that all was not well. Accordingly I 
asked “Did Mrs. Jones see you sign that 
will as witness?” “Oh! No, Your Honor, 
you see we did not sign it until the day 
after her funeral; she signed it in our 
presence and then after she died we 
thought it the right thing to do so we 
signed it as witnesses.” 

Then there was the doctor, a whole- 
hearted jovial old fellow who could not 
but help a friend or relative, who essayed 
to draft a will for some relative by mar- 
riage. An excellently drawn will—clear, 
concise, precise, but Doc liked to save 
trouble so after the will was executed he 
obligingly took it over to the fire hall 
across the street, where a couple of the 
firemen were playing horseshoes, and 
asked them to sign it as witnesses. They 
did, and so a mess. Fortunately he was 
able to carry out the terms of the “Will” 
and thus satisfy himself that he had done 
nobly. 

One of the prizes we have had lay in 
the execution of mutual wills by husband 


and wife, but in the execution of the in- 
struments he carelessly executed the one 
drawn for her and she that drawn for 
him. “Oh What a Beautiful Morning.” 
After the blushes of the attorney dimmed 
sufficiently so that matters could be seen 
beyond him, the heirs of each were found 
to be the same and by means of proper 
stipulations settlements were arrived at 
promptly. 


With or Without a Will 


OME twenty years ago James Mc- 

Carthy drew a will leaving one dollar 
to his brother Bill and the rest of the es- 
tate equally between his sister Margaret 
and brother John. James complained or 
explained that brother Bill drank too 
much and was too unstable. Margaret 
died—no change in the will; then John 
died—no change in the will. Finally 
James died with the will unchanged. John 
had left several children so Bill received 
the one dollar plus one half the residue— 
all contrary to James’ oft-times expressed 
intention. 

Some seventy years ago two brothers 
quarreled about their father’s estate. 
They separated, not speaking to each 
other. Their children and children’s chil- 
dren carried on the feud, speaking per- 
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haps but not at all friendly. Cold rela- 
tionships continued until the death of the 
survivor of one line of the original par- 
ent. She left no will. The result—two 
first cousins living in the same county 
with her but not knowing her where- 
abouts, not having seen her in years, not 
having attended her funeral, not having 
any love or affection for her, inherit all 
to the exclusion of those who loved her, 
visited with her, and attended to her 
wants during her old age. 


Forgery Too 


E have had one case of actual forg- 

ery, in which the photostatic copies 
enlarged showed definitely that one of 
the witnesses to the will had signed not 
only her name but also that of the testa- 
tor. Peculiar about that estate. A fer- 
ret, human form, who had in this case a 
nose for something wrong, searched every 
possible clue until he finally ran down the 
forgery. Then, the will having been 
thrown out, comes irony. The deceased’s 
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former partners concealed all assets pos- 
sible, and the estate, instead of being of 
considerable size, dwindled to barely 
enough to pay creditors and small admin- 
istration costs. 


Recently a sizeable contest (over a 
small estate) took place concerning the 
will of an incompetent. Note I said “in- 
competent,” not “alleged incompetent.” 
Yes, although this woman had been under 
incompetent guardianship for several 
years, she was found competent to draw 
a will, and the will has been admitted to 
probate. This defeats a will made prior 
to her having been adjudged incompetent 
as well as several rapacious heirs who did 
not know of the old lady’s existence until 
after she had died, when they had to be 
notified of the hearing on the will. 


Avoiding Old Witnesses 


OO often we find wills drawn without 

an adequate attestation clause or any 
attestation clause at all. This latter prac- 
tice is dangerous, for in the event of the 
death of the witnesses without their tes- 
timony having been taken the will fails. 
We had a concrete example of this with- 
in the past few months. The will had 
been drawn many years ago by an aged 
attorney. The beneficiary of the will, 
upon filing the petition for probate, asked 
me concerning the witnesses. I recog- 
nized both names, the one as being dead, 
the other Mr. Taylor, the attorney, and 
suggested that he be called to give his 
testimony. Three weeks later on hearing 
day, Mr. Taylor had died. Fortunately, 
he had drawn a complete attestation 
clause and the will could be proved by 
proving the signatures. Were it not for 
a competent and observing court steno- 
grapher (those life savers) the will would 
not yet be proved for after the signa- 
tures of the witnesses to the will had been 
verified, she called attention to the fact 
that the signature of the testator had 
not been. 


Today many of our boys in the army, 
the navy and the marines are drawing 
wills on forms supplied by the military 
commanders. Good forms, but oh, so 
many of them are signed by witnesses 
who are bunking next to the testator; 
and may never come back. Then to 
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search for them when the testator is 
killed. Not to find them. Then to prove 
the signatures. Expense, delay, provoca- 
tion, damnation! 


Big Fronts—And Small Estates 


HERE’S a will pending before me~ 


in which the testatrix leaves some- 

thing like $24,000 to various heirs in 
varied sums. The will was drawn 15 
years ago. The estate today is about 
$6,000. I don’t know whether this is a 
case of not keeping the will up to date 
with her financial affairs or whether it 
is a case of leaving large sums, which she 
did not have, “because it looks good in 
the newspapers.” 

Louis Perry died leaving a widow and 
a number of brothers and sisters and 
collateral kin. He made a will leaving a 
life estate plus expenses of last sickness 
and death to his widow. The property 
upon which these bequests fastened con- 
sisted of a duplex in Flint, part occupied 
by the widow, the remainder rented for 
$40 a month out of which repairs, taxes, 
heat and water for both apartments had 
to be paid. While the widow died of can- 
cer it might well be that starvation also 
had a part in contributing to her demise 
for she was able to glean less than $10 a 
month on which to support herself. 

Many other cases of similar nature 
have passed through, all with the same 
results. Life estates in small amounts or 
in small rental properties are unsatisfac- 
tory both to the life tenant and to the 
remaindermen. There usually is insuffi- 
cient income to support the life tenant 
in a liveable manner and almost always 
the small corpus is eaten up in the form 
of depreciation and unpaid taxes—if real 
estate—and unsound investments bearing 
a high rate of interest—if cash. 


“Shame on You” 


O close my reverie let me quote this 
clause in a will recently admitted to 
probate in our Court: 


“T was born of common, ignorant, un- 
sophisticated, uneducated people, who 
could barely read and write, who believed 
that ‘Father plowed with a stick, and if 
it was good enough for him it is good 
enough for me.’ Twice I married into 
this ‘Dung heel breed’ and for 50 yrs. I 
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have tried to educate my family out of 
this condition, but true to life, they fol- 
lowed the instinct of their fore-fathers, 
shut their eyes and in their folly said, 
‘There is no such animal.’ Against all 
these odds, I have been able to lay away 
a few dollars in money’ and property 
that I know I cannot take with me that 
I make the enclosed desposial of same.’ 

“Outside of my grand-daughter who is 
too young to understand this (my feel- 
ing) applies to all of you, you never have 
amounted to anything, you never will 
amount to anything and you are too old 
to start to amount to anything now, and 
I hope and trust that every time you 
spend a single dollar that I have left you 
that you will hear me say, in your ear 
‘Shame on you, shame on you.’ The great- 
est wrong that I ever done to you, my 
heirs, was to pay your bills, see that you 
dident loose anything, feed you when you 
were in want, show you the rest of the 
world, and how they had to live, and try 
to stear you from the rocks of failure 
in the stream of life. 

“With every kind wish for your success 
in the future after I am gone—I beg to 
remain—The Old Man that was hard as 
Hell, that used the same treatment on 
his family as he did in the Army with his 
men.” 


Missouri’‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accoutant (N. Y. and N. J.):; Member of New York Bar: 
Lecturer on Taxation at Rutgers and Columbia Universities 


Supreme Court Decision 


Stamp taxes not required where trans- 
fers are by operation of law. The Su- 
preme Court allowed recovery of docu- 
mentary stamp taxes paid on transfers 
of securities and realty in pursuance of 
a statutory consolidation of two. banks. 
In effectuating the transfers no volun- 
tary deed, conveyance, assignment or 
other instrument was utilized. Since the 
transfers occurred automatically by vir- 
tue of Section 3 of the National Banking 
Act, the Supreme Court concluded that 
such transfers were exempt because 
“solely by operation of law.” The exemp- 
tion also applied to assets held in var- 
ious fiduciary capacities. U.S. v. Seat- 
tle-First Nat. Bk., U.S. S. Ct., No. 267, 
Mar. 27, 1944. 


Court Decisions 


Income tax—trust entity upheld. Court 
decided in favor of taxpayer and held 
that the trust entity could carry on cer- 
tain acts pertaining to specific properties 
described in declaration. Commissioner 
had contended this was an association and 
hence taxable as a corporation. State 
Nat. Bk. of El Paso, Texas, Ttee. v. U.S., 
U.S.D.C. W.D. Tex. El Paso Div., Feb. 
19, 1944. 


Estate tax—trust transfers not taxable 
despite possibility of reverter. Decedent 
set up trusts for his two sons, but prior 
to March 3, 1931, he amended the trust 
deeds. Although sons had powers of ap- 
pointment, it was provided that if same 
were not exercised, the corpus was to re- 
vert to decedent or his legal representa- 
tives. The Court held that since the pos- 
sibility of reverter attached by operation 
of law, the trusts did not constitute in- 
terests intended to take effect in pos- 
session or enjoyment at or after the set- 
tlor’s death, hence were not includible in 
the gross estate. (See Est. of B. L. Al- 
len, 3 T. C. No. 72, April 4, 1944, contra.) 
Lloyd v. Commr., C.C.A.-3, Mar. 31, 1944. 


Estate tax—Receipt of back dividends 
not taxable under optional valuation fil- 
ing. Executor filed estate tax return 
using values as of one year after date of 
death. During the year after death, U. 
S. Steel paid $9.25 of arrearages on its 
7% cumulative preferred stock and the 
Commissioner included nearly $18,000 of 
such dividends in the gross estate on the 
theory that these back dividends were in 
the nature of a debt. The Court held that 
no debt arises until directors declare 
dividends. Here the dividends were 
earned and declared during the optional 
valuation period; they did not represent 
includible properties at date of death. 
Peoples-Pittsburgh Tr. Co. Exec. v. U. S.., 
U.S.D.C. W.D. of Penn., Mar. 30, 1944. 


Trust income taxable to grantor. 
Where the husband, trustee, had no “sub- 
stantial adverse interest” in trust income 
or principal, but had a mere hopeful con- 
tingent interest, the Court held the en- 
tire trust income taxable to the settlor. 
O. A. Ewald v. Commr., C.C.A.-6, April 
3, 1944. 


Estate tax—exercise of power of ap- 
pointment not taxable. Decedent died in 
1938 and by his will exercised a power 
of appointment given to him in a trust 
set up by his father. The Court held that 
the property should not be included in 
the decedent’s gross estate as the father 
had eliminated certain persons as possible 
objects of his bounty. FE. R. Vaughan, 
Exec. v. Clauson, U.S.D.C. Dist. of Maine, 
S. Div. Feb. 14, 1944. 


Income tax—trust ignored. Where in- 
come earned by taxpayer was assigned to 
corporation and transferred in trust for 
taxpayer’s children, the Court ignored 
the separate entities and taxed the in- 
come to the taxpayer-earner. It also 
taxed to him the income earned by a 
“partnership” consisting of himself and 
his two sons. P. O’B. Montgomery v. W. 
A. Thomas, U.S.D.C. N.D. Texas, Dallas 
Div., Mar. 14, 1944, 
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Estate tax—interposition of uncollect- 
ible deficiency defeats claim for refund. 
Additional administration expenses of 
$27,000 were allowed, resulting in claim 
for refund of $3500; but inclusion of cer- 
tain assets at their fair market values 
would result in increases of some $49,000 
in gross estate and an additional tax of 
$4200. The Court held that the Commis- 
sioner’s interposition of the uncollectible 
deficiency defeats the claim for refund. 
E. T. Barbeau, Admx. v. Kavanaugh, 
U.S. D.C. E.D. Mich. S.D., March 18, 
1944, 

Estate tax—charitable remainder de- 
ductible despite power to invade corpus. 
Decedent created a trust for sister for 
life, and after her death to pay over cer- 
tain monies to specified charitable or- 
ganizations. The trustee could invade 
corpus for the sister. The Commissioner 
disallowed deduction because the invasion 
provision rendered uncertain the sums 
that were to go to charity. The evidence 
showed sister to be 76 years of age, had 
an income of $4,000 annually from a pre- 
vious inheritance, which together with 
this bequest was more than sufficient for 
her needs, as she lived a simple life. 
Since the probability of invasion was sc 
remote as to be nil, the Court allowed 
the deduction. Commr. v. Est. of G. 
Robertson, C.C.A.-4, Apr. 7, 1944. 

Estate tax—non-taxability of irrevoc- 
able trust despite possibility of reverter. 
In 1931, decedent created three trusts for 
her children. Prior to death, she relin- 
quished every right of revocation and 
termination. Commissioner contended 
that such transfers in trust should be in- 
cludible as a part of the gross estate, al- 
though there was only a remote possibi!- 
ity of reverter. The Court held that since 
the trusts could not be amended or modi- 
fied by anyone, they were not includible 
in the gross estate. Commr. v. Est. of 
F. W. Lasker, C.C.A.-7, Apr. 12, 1944. 


Tax Court Decisions 


Estate tax—value of property previous- 
ly taxed. Decedent acquired some prop- 
erty from the estate of a prior decedent. 
The Tax Court held that the allowable 
deduction for such property will be fig- 
ured on the value at which property was 
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reported in prior decedent’s estate. Est. 
of E. P. Garland, T. C. Memo, Mar. 23, 
1944, 


Estate tax—date of death value of 
stock not affected by option. Decedent, 
president of corporation, entered into re- 
ciprocal opticn agreement with another 
officer under wich survivor was to have 
option for limited time after other’s 
death to purchase stock from the estate 
at stipulated value of $90. Market value 
was $120 on date of death. Decedent 
referred to agreement in will and in- 
structed executors to act accordingly. 
The Tax Court held that stock is includ- 
ible at $120, reasoning that the option 
became effective only after death and 
since the parties could freely dispose of 
their stock during lifetime, it could not 
be a factor in arriving at value at in- | 
stant of death. (Note: Such a result is — 
avoidable if optional value date is used; 
then sales price of $90 should be includ- 
ible in gross estate.) Matthews v. 
Commr., 3 T.C. No. 66, Mar. 28, 1944. 
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Estate tax—principal of trust not tax- 
able. In 1935 decedent created a trust 
for fifteen year term. Decedent also had 
power to extend term of trust as well as 
to terminate same sooner and distribute 
the corpus to persons entitled to receive 
same. The decedent could not revest 
property in himself nor change distribu- 
tion thereof. The power to terminate 
was not exercised and the Tax Court held 
that the trust corpus was not includible 
in the gross estate. Est. of Harry Holmes 
v. Commr., 3 T.C. No. 74, Apr. 5, 1944. 


Non-taxability of trust income. In 
1935, taxpayer set up insurance trust 
with income to be applied to premium 
payments on six insurance policies in 
trust. During years 1938-1941, he re- 
ported only the amount of trust income 
so applied. The Commissioner attempted 
to tax all of the trust income to him. The 
Tax Court held that the balance not ap- 
plied for premiums was not taxable as 
the taxpayer retained no powers or in- 
terest in the income or corpus. J. Weil 
v. Commr., 3 T.C. No. 75, Apr. 6, 1944. 


Estate tax—book value as fair market 
value. Decedent owned 10 out of 80 
shares of close corporation stock. At the 
end of 1939 and 1940, the book value of 
the stock was $1438 and $1479, respec- 
tively. In estate tax return stock was 
reported at $1125 per share. ‘ The Com- 
missioner figured its value at $2100. The 
Tax Court held it to be worth $1459, 
namely, the average of the above book 
values. Est. of J. Hogan, Memo T. C., 
April 6, 1944. 


Estate tax—separate trusts not recip- 


rocal trusts. Decedent and husband, in 
1917, set up separate trusts for each 
other’s benefit with remainders to chil- 
dren; each trust consisted of about the 
same number of shares in same compan- 
ies. The Tax Court held the two trusts 
to be non-reciprocal and not taxable as 
they were created prior to March 3, 1931, 
the effective date of amendment to Sec. 
302(c) of the 1926 Revenue Act. Est. of 
Alma W. Liebmann, T.C. Memo, Apr. 4, 
1944, 

Trust income to pay premium taxed to 
wife. Taxpayer created trust for wife, 
who without his direction or control used 
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trust income to pay insurance premiums 
on his life. Tax Court holds such income 
so applied not taxable to him. G. F. 
Booth v. Commr., 3 T.C. No. 80, Apr. 14, 
1944. 


Estate tax—trust corpus not includ- 
ible. In 1919, decedent created trust with 
powers in three trustees to distribute 
trust assets to life beneficiaries. Upon 
resignation of one trustee, the others 
elected the decedent. The Tax Court 
held that since no other factors required 
the inclusion of the principal in the gross 
estate, the mere fact that the grantor 
was also a trustee did not compel such 
inclusion. (Note: The decision in White 
v. Poor, 296 U.S. 98, is still controlling 
with regard to trusts created prior to 
1936. The non-retroactive provisions of 
Sec. 805 of the 1936 Revenue Act do not 
apply here.) Est. of F. W. M. Cutcheon 
v. Commr., 3 T.C. No. 82, April 17, 1944. 


Rulings, News, Etc. 


T.D. 5351. Issued March 27, amends 
Regs. 105, to conform to Sees. 501, 505 
and 511 of the Revenue Act of 1943. 


Memo on T.D. 5278. Special commit- 
tees of various insurance interests have 
been conferring from time to time on the 
Pension Trust Regulations, T.D. 5278. 
There are now six such memoranda in 
the series. The first five have been 
printed in pamphlet form. Questions 
arising from these memoranda should be 
addressed to the Association of Life In- 
surance Presidents, 165 Broadway, New 
York 6. 


Modification of G.C.M. 23523. Bureau 
letter of March 17, 1944, now rules that 
G.C.M. 23523 cannot be construed to per- 
mit exclusion from gross income of addi- 
tional payments (received as supplement- 
al to installment payments of life insur- 
ance) based on earnings of insurance 
company. 


Taxability of nonresident decedents’ 
monies in custody bank accounts. In a 
letter, the Bureau rules that fund held by 
a trust company in New York in a cus- 
tody account was money on deposit with- 
in the meaning of Sec. 863(b) of the 
LR.C. 
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eee K enegotiation? Amendment? Termination? Here is that “red-hot” 
regulation, that latest ruling, that brand-new form, that last-minute 
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EXTRATERRITORIAL EFFECT OF PRO- 
BATE DECREES 


BERT E. HOPKINS. 
—March 1944, 


53 Yale Law Journal 221 


This excellent analysis is concerned with 
the following general problem. A person 
dies leaving property in more than one 
State. A probate proceeding is had in one 
jurisdiction, which results in an adjudica- 
tion of testacy or intestacy, as the case may 
be. Thereafter, a judicial proceeding takes 
place in a second state, involving the de- 
cedent’s local property, and in this pro- 
ceeding reliance is placed by one of the 
parties on the judgment in the first state. 
What recognition or effect will be accorded 
to it? 

The factors bearing on the answer are: 
where was the decedent domiciled; what is 
the nature of the property, real or personal; 
were the parties in the second proceeding 
before the court in the first; what pertinent 
legislation exists in the second state? The 
author’s analysis of the decisions reveals 


a wide variety of conflicting results and 
conflicting legal theories. He concludes with 
suggestions for legislative reform. 


EXCLUSIVE AND NONEXCLUSIVE 
POWERS OF APPOINTMENT 


JOHN E. HOWE. 42 Michigan Law Review 649 


—Feb. 1944. 


This unusual article—not a word about 
taxes—deals with special powers of appoint- 
ment where it is impossible to tell from the 
instrument creating them whether the donor 
intended all objects to take a share or 
whether the donee could select some of them 
to receive a portion of the property. Fol- 
lowing an analysis of the cases, the author 
draws a general rule governed by the lan- 
guage of the instrument. 


If the power is determined to be nonex- 
clusive, England and 20 of the 21 States 
which have passed on the question follow 
the view that an appointment which ex- 
hausts the property without giving a share 
to each object fails entirely. The validity 
of appointments excluding afterborn objects, 
appointments in favor of deceased objects, 
and of partial appointments is discussed. 


In the absence of statute, a doctrine de- 
veloped in England and some of the States 
to the effect that the appointment of an un- 
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NOTES ON TRUST AND PROBATE LITERATURE 


substantial share is illusory and invalid. 
The author discusses the factors which 
determine that a share is illusory. Because 
of the doubts and confusion resulting from 
this rule, England and a number of Ameri- 
can jurisdictions have enacted legislation 
declaring that no appointment shall be in- 
valid on the ground that one or more of 
the objects were entirely excluded. 


VALUATION OF BUSINESS INTERESTS 
FOR DEATH TAXES 


EDWARD N. POLISHER. 
Review 122—March 1944. 


48 Dickinson Law 


After briefly outlining the general rules 
of valuation of business interests, the au- 
thor reviews the cases on the effect of an 
agreement of sale or option on the value 
of such interests for Federal estate tax 
purposes. The effect of a restrictive agree- 
ment as to the sale of stock is discussed. 
These questions are treated also with re- 
spect to the Pennsylvania inheritance tax. 
A concluding summary is helpful. 


POWERS OF APPOINTMENT 


JONATHAN C. BUNGE. 22 Taxes 155—April 


1944. 

After reviewing the changes made in the 
taxable status of powers of appointment, 
the author makes several suggestions in 
connection with drafting such powers. For 
example, selection of a disinterested donee 
to exercise a power in favor of a restricted 
class; choice of a corporate trustee to avoid 
question of estate tax upon death of donee; 
and splitting management from enjoyment 
of the trust. 


TESTAMENTARY TRUSTS FOR CHAR- 
ITABLE USE 


29 Cornell Law Quarterly 406—March 1944. 


This note discusses the income and estate 
tax status of trusts with remainder to 
charity. The question of deductibility arises 
because of the requirement of certainty that 
the charity will receive the benefit. Hence, 
power to invade the corpus for the private 
life tenant often defeats the tax advantage. 
Suggestions are made as to drafting the 
invasion clause to overcome this situation. 
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RECENT FIDUCIARY LEGISLATION“ 


New Jersey 


S.B. 61: Authorizes corporate fidu- 
ciaries to register securities in the name 
of a nominee. 

S.B. 232: Broadens legal list for sav- 
ings banks (hence for fiduciaries also). 

A.B. 16: Amends substitute fiduciary 
act to include cases of persons named in 
a will or trust instrument who have not 
yet accepted or qualified under the ap- 
pointment, and are engaged in war ser- 
vice, as situations in which a substitute 
may be designated to act. 

S.B.111: Provides for cancellation of 
bond given without surety by corporate 
fiduciaries, upon distribution of assets. 

Ch. 242: Provides for appointment of 
a conservator for property of a person 
who is missing in action or interned or a 
prisoner of war. 

Ch. 238: Requires executor to notify 
beneficiaries that will has been probated, 
within 60 days from date of probate. 

(S.B. 57, authorizing the establishment 
of common trust funds, failed to pass.) 


New York 


Ch. 140: Makes a number of proce- 
dural changes in the Surrogate’s Court 
Act, among which: 

Section 55 is amended to permit ser- 
vice of citation by publication upon resi- 
dent creditors where the total number of 
creditors, resident and non-resident, ex- 
ceeds twenty-five. The former statute 
permitted such service where the number 
of resident creditors exceeded fifty. 

Section 87 presently provides that an 
appeal from a decree granting letters tes- 
tamentary or letters of administration 
does not stay the issuance of letters 
where the Surrogate makes an order that 
the preservation of the estate requires 
that letters should issue. The amend- 
ment consists in making the same rule 
applicable to an appeal from a decree 
granting or revoking letters of trustee- 
ship. 


*Continued from April issue, page 409. 


Section 120 is amended so as to provide 
that in a proceeding for letters of ad- 
ministration, the Surrogate may dispense 
with service of citation upon a person in 
war service stationed outside the State. 


Ch. 425: Authorizes surrogate to ap- 
point a temporary administrator for a 
prisoner of war or an internee in an 
enemy or enemy-occupied country, where 
such appointment is necessary for the 
protection of his property and the rights 
of creditors or those interested in the 
estate, if it is found that he is dead. 


Ch. 507: Exempts from stock transfer 
tax, transfers made pursuant to an order 
of the S.E.C. which specifies and itemizes 
the securities which are ordered to be 
delivered or transferred; and transfers 
made to effectuate any plan of reorgani- 
zation or adjustment under the Bank- 
ruptcy Act. 


Ch. 508: Extends dispensation from 
use of stock transfer stamps, granted by 
1943 law, to deliveries (as well as sales 
and transfers) executed within the state 
by any member of a securities exchange 
in the state. 


Ch. 535: In the case of the death of a 
taxpayer, the decedent’s representative 
may, at his option, exclude amounts ac- 
crued up to the date of his death in com- 
puting net income and net capital gain 
for the taxable period in which decedent 
died, upon the condition that (a) in case 
the executor acquires the right to receive 
such amounts from the decedent, he 
agrees to include them in a return filed 
on behalf of the estate for the taxable 
period in which such amounts are re- 
ceived, (b) in case any other taxpayer 
acquires the right to receive such . 
amounts by reason of the death of the 
decedent, such taxpayer agrees to include 
them in a return for the taxable period 
in which such amounts are received, (c) 
in case the right to receive such amounts 
is transferred by the executor or other 
taxpayer, he agrees to include the fair 
market value of such right, plus the 
amount by which any consideration for 
the transfer exceeds such fair market 
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value, in a return for the taxable period 
in which such transfer occurs, (d) such 
amounts are considered in these returns 
to have the character which they would 
have had in the hands of the decedent 
and to be includible to the same extent 
as if the decedent had lived and received 
such amounts and (e) there is filed with 
the tax commission a bond, conditioned 
upon the return of such amounts. 


Ch. 697: Adds several new provisions 
relating to the annual account required 
to be filed by the Committee of an incom- 
petent veteran. The form is to be the 
same as prescribed for the annual ac- 
count of a general guardian of an infant’s 
property. To the schedule of investments 
must be attached an affidavit of the sure- 
ty that the investments were in the cus- 
tody of or under the joint control of the 
surety and committee. Provisions of Sec. 
1381 of the C.P.A. regulating intermed- 
iate and final accountings apply to such 
accountings of the Committee. 

Ch. 761: Empowers the Surrogate to 
authorize a testamentary trustee to re- 
lease a claim against the State for com- 
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pensation on account of the appropriation 
of real property or any interest therein. 
Application for such an order may be en- 
tertained by the Surrogate in all cases 
where the will does not contain a valid 
power of sale with regard to the prop- 
erty. Where the will contains a valid 
power of sale, the executor or trustee 
may without application to the court re- 
lease a claim against the State. 


Rhode Island 


H.B. 845: Provides for appointment 
by the Probate Court of a receiver of the 
estate of a serviceman who is reported 
missing in action or a prisoner. Such 
receiver can use the assets of the absen- 
tee’s estate, under court order, for sup- 
port of the absentee’s family. 


H.B. 710: Provides that when certifi- 
cates of stock are actually signed by a 
transfer agent or registrar, they may 
bear only the facsimile signatures of the 
corporation’s officers and facsimile corpo- 
rate seal. 


S.B. 196: Clarifies 1943 law relating 
to release of powers of appointment. 


(H.B. 640, intended to adopt the Uni- 
form Principal and Income Act as pre- 
viously reported, was killed in commit- 
tee.) 


Rights of Foreign Trust 
Companies 


The latest of Gilbert Stephenson’s Second 
Series of Studies in Trust Business tabu- 
lates and discusses the rights of out-of-state 
trust institutions to serve in various fidu- 
ciary capacities in each of the States. The 
types of accounts covered are executorships, 
administrations, testamentary trusteeships 
and guardianships. The Study discusses 
rights under three heads: (1) to exercise 
powers; (2) to serve in fiduciary capacities; 
(3) to engage in trust business. 


0 


Foreign Trust Company Case Closed 


The petition for rehearing in Boatmen’s 
National Bank v. Lueder (see Feb. issue, 
page 222), was denied on March 16th. 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were reported by these attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 


The complete roster of editors appears in July and January. 





Claims — Power of Revocation Re- 
served by Donor of Trust Cannot be 
Reached by His Creditors 


Massachusetts—Supreme Judicial Court 


Canty, 1944 A.S. 407; March 29, 1944. 


Guthrie v. 


C made a declaration of trust of his own 
property for the benefit of his wife and 
children, the purpose being to develop some 
real estate. C had the usual powers of a 
trustee, could determine what dividends 
should be declared and how they should be 
divided. He also reserved the right to 
amend: or revoke. In the course of opera- 
tions he took some of the titles in the name 
of F as a straw nominee. The suit here was 
by a creditor to reach the property stand- 
ing in the name of F. 


HELD: The creditor could not reach the 
property as the parcels were bought with 
trust property and were held by F for the 
benefit of the trust. Further, it was not a 
conveyance in fraud of creditors as the set- 
ting up of the trust did not render C insol- 
vent. The most important point in the case 
was this. The creditor contended that C 
should be ordered to exercise his power of 
revocation for the benefit of his creditors, 
but the court held that such a power could 
not be reached by creditors. 
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Life Tenant and Remainderman — 
Quantum of Estate Taken by Trustee 
Where Power to Use Corpus is Given 


Maine — Supreme Judicial Court 
Ellms v. Ellms, 35 Atl. (2d) 651. 


Testator bequeathed all his property in 
trust for the benefit of his wife to the end 


that she be well and properly treated and 
cared for during her life, and provided that 
anything left at the termination of the trust , 
should be distributed among certain persons 
as therein directed. The question was as 
to what quantum of estate the trustee took, 
it being contended that under the will the 
widow received the entire equitable fee and 
that a limitation-over after an indefinite 
gift with the power of disposal is invalid 
and that a gift-over after a fee is void for 
repugnancy. 


HELD: There was created in the trus- 
tee a legal estate to hold during the life- 
time of the widow with a restricted and 
limited power of use of income and prin- 
cipal for the sole benefit of the widow, and 
to supply her needs during her lifetime. 
There was no express or implied intention 
on the part of the testator to make an out- 
right gift of income for her benefit or to 
make any part of the unexpended balance 
of income a part of her estate at her de- 
cease. The “testator intended that this 
estate should be used,—income, the whole 
or any part of it; corpus, the whole or any 
part of it, for the support of his wife; if 
anything was left that was secondary—to 
go to others.” 


The Court further announced that the 
general principle regulating the quantum 
of estate taken by the trustee is that he 
takes, irrespective of the estate which the 
instrument purports to convey, exactly that 
quantity of interest in the estate which the 
purposes of the trust require, but he will 
never be held by construction to take a 
greater estate than the nature of the trust 
demands. 
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Life Tenant and Remainderman — 


Right to Subrogation of Life Tenant 
Paying Off Mortgage 


District Court of Appeal 
63 A.C.A. 732 (Mar. 29, 


California 


Boggs v. Boggs, 1944). 


In declaratory relief suit, HELD: Widow, 
legal life tenant of certain real estate, was 
entitled to be subrogated to lien of holder 
of deed of trust secured by the property 
constituting subject matter of tenancy to 
extent that she paid off the encumbrance. 
Right of subrogation not impaired by fact 
that wife was liable on the debt as accom- 
modation party or surety for husband. 

NOTE: This case involved a legal life 
estate, but there would seem to be no rea- 
son why the principle should not extend to 
an equitable life tenant—for example, bene- 
ficiary of a trust paying off an encumbrance 
on trust property for purpose of protecting 
the trust. In general, see Pomeroy’s Eq. 
Jur., Sec. 1212. 


ee 


Perpetuities — Gifts to Heirs of Issue of 
a Living Person 


California—District Court of Appeal 
Estate of Heard, 63 A.C.A. 541 (Mar. 21, 1944). 


A will provided, paragraph 12, that a 
trust created under it should terminate on 
the death of the children of C, living at the 
time of testatrix’s decease, three other 
named persons including testatrix’s son 
John and “the lawful issue” of John living 
at the time of testatrix’s decease. Para- 
graph 13 provided that on the termination 
of the trust the trust estate should be “paid 
over and delivered to the heirs of the law- 
ful issue” of John. 

HELD: Since under paragraph 13 dis- 
tribution had to be made to the heirs of 
issue, the latter term possibly including per- 
sons at that time unborn, it would be neces- 
sary to wait until death of all issue, that 
is, descendants of John, before the final 
takers could be determined, and the trust, 
as to the remainder so created, was bad. 
Held further, testatrix’s intent was that 
issue should take, and the will was so con- 
strued, disregarding the “void” provision. 

QUERY: Was the rule against per- 
petuities involved at all? Paragraph 13 
expressly fixed a date of termination which 
was perfectly legal, being limited by the 
lives of persons in being at the time of the 
testatrix’s decease. The question was sole- 
ly one of construction as to who the re- 
maindermen were. Among possible inter- 
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pretations, that adopted by the court seems 
as likely to be in accord with testatrix’s 
probable intent as any. 


Powers — Appointment —— What Pro- 
visions Constitute Exercise 


New York—Surrogate’s Court, New York County 
Matter of Georger, New York Law Journal, March 
31, 1944. 


The income of a testamentary trust of 
$10,000 was directed to be paid upon the 
death of the life beneficiary to the testa- 
tor’s son, or if he be then deceased to his 
appointees by will. The son predeceased 
the lifs beneficiary. By a codicil the testa- 
tor gave her son the life use of tangible 
personalty and directed that upon his death 
such property be sold and the proceeds paid 
over to his appointees by will. The testa- 
tor also made her son her residuary legatee 
and provided that if he should predecease 
her, her residuary estate should go to his 
appointees by will. The son predeceased 
dated some three years after his mother’s 
death, specifically appointed the proceeds 
of the tangible personalty to his wife. 


In his residuary clause the son created a 
trust for the income benefit of his wife for 
life with remainder to her appointees by 
will. The son’s wife survived him and in 
her will gave her residuary estate to her 
sister, describing it as all property which 
belonged to her or was subject to her dis- 
posal by will. The residuary legatee under 
the will of the son’s wife claimed the entire 
corpus of the $10,000 trust, asserting that 
the residuary clause in the son’s will con- 
stituted an exercise of the power of appoint- 
ment granted to the son and that she took 
through her status as ultimate beneficiary 
of the appointment. There were other claims 
to the $10,000 trust fund based upon the 
alleged failure of the son to appoint it. 

§18 of the New York Personal Property 
Law provides, in substance, that a testator 
is deemed by his will to exercise any power 
of appointment which he has “unless the 
intent, that the will or testament shall not 
operate as an execution of the power, ap- 
pears therein expressly or by necessary 
implication.” It was argued that there was 
such “necessary implication” in the son’s 
will because his specific exercise of the 
separate power over the proceeds of the 
tangible personalty, and his failure to men- 
tion any other power necessarily implied 
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an intention not to exercise the power over 
the $10,000 fund. Also, it was shown that 
the same attorney prepared the wills of 
the donor and the donee of the power; that 
the son was an executor and obviously knew 
that he had the power; and that upon the 
son’s death it was asserted by his wife, one 
of his executors, in estate tax proceedings, 
that he had failed to exercise the power. 


HELD: The son appointed the $10,000 
trust fund to his wife. The question is 
what the donor of the power intended; the 
identity of the appointee was determined 
necessarily as of the son’s death; what hap- 
pened thereafter could not re-write the 
donor’s or the donee’s will; there was not 
present the necessary “implication” under 
the statute that the son did not intend to 
exercise the power. 


()--———_ ---—- 


Taxation — Estate & Inheritance — An- 
nuities Subject to Succession Tax 


Massachusetts—Supreme Judicial Court 
Gregg v. Commissioner, 1944 A.S. 389; March 28, 


1944. 


X purchased an annuity contract from an 
insurance company. In return for the pay- 
ment of an annual premium until he reach- 
ed 65 the company agreed to pay him an 
annuity thereafter for life. If he died be- 
fore reaching 65 a sum equal to what he 
had paid in was payable to his wife as 
beneficiary. He had various options, in- 
cluding the right to stop payments and 
take an annuity at any age, to take the 
cash surrender value at any time, or to 
change the policy to a regular life insur- 
ance policy upon passing an examination. 
He could also change the beneficiary. He 
died before reaching 65, and the question 
was whether or not the amount passing to 
his wife was subject to a succession tax 
under Massachusetts law. 


HELD: It was taxable. While ordinary 
life insurance policies payable to named 
beneficiaries are exempt from _ succession 
taxes in Massachusetts, this was not a life 
insurance policy. An annuity is not an 
indemnity against loss by death like a life 
policy. A person usually purchases an 
annuity for his own benefit, but takes out 
life insurance for the protection of his 
dependents. Accordingly the exemption ac- 
corded to life insurance policies in Massa- 
chusetts cannot be extended to annuities. 
(Note: the annuity was taxed as a transfer 
intended to take effect at or after death.) 


Taxation — Estate & Inheritance — 
Consideration of Motives Behind 
Transfer Asserted to be in Contempla- 
tion of Death 


Massachusetts—Supreme Judicial Court 
1944 A.S. 


New England Trust Co. v. Comm’r., 


321; March 27, 1944. 


Petition by a trustee to determine 
whether the transfer to the trustee was 
taxable on the death of the donor as a gift 
in contemplation of death. The trust was 
for the benefit of the donor’s wife and son 
and, on their deaths, the son’s issue, and 
if he left no issue, the donor’s nephews and 
nieces. The donor died one day less than 
two years after creating the trust, at which 
time he was 87% years old. He was in ex- 
cellent health, very active physically, and 
handled all his own affairs. He had had 
high blood pressure for many years, and 
also arteriosclerosis, but not an advanced 
case. He died from cerebral hemorrhage, 
without previous illness. He had been con- 
sidering the trust for over two years be- 
fore he actually made it, and wanted to do 
it before the Federal gift taxes were in- 
creased. The securities transferred com- 
prised about one-third of his estate. He 
made a will at the same time leaving every- 
thing to his son. He had complained of 
his income taxes and the trust effected a 
reduction. He gave as one motive for the 
transfer the desire to get rid of the burden 
of a trading account he had with a stock 
broker. 


HELD: It could not be said that the 
donor’s preponderating motive originated 
in the contemplation of death, and it is the 
preponderating motive that counts. Hence 
the trust was not taxable. The Court adopt- 
ed the general principles laid down in U. S. 
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v. Wells, 283 U. S. 102, that the reference 
is not to the general expectation of death 
which all entertain, but that there must be 
a particular concern, giving rise to a defi- 
nite motive. 

The Court further held that a petition 
by the trustee for instructions as filed here 
was the proper method for determining the 
taxability of the trust (under G. L. 65, 
330) and that the burden of sustaining the 
tax was on the Commissioner. 
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Insurance Exempt From 
State Tax 


Elimination by the 1942 Revenue Act of 
the $40,000 exclusion of life insurance pro- 
ceeds for estate tax purposes has been held 
by the Arkansas Supreme Court not to af- 
fect such exemption from the State inheri- 
tance tax. The local statute, passed in 1939, 
specified that the tax is to be determined by 
the “applicable” federal law. The court held, 
in a decision handed down March 13 
(McLeod v. Commercial National Bank), 
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that the State legislature intended that 
reference to be to the then existing federal 
revenue act, and that the fact that the dece- 
dent died when the 1942 Act was in effect 
was of no consequence. The policy behind 
the legislation, said the court, was to “in- 
fluence people of wealth not to leave the 
state and to induce a similar class to be- 
come citizens;” hence, “it is improbable 
that the Assembly intended to delegate to 
Congress power to increase or reduce rates, 
to abolish exemptions ... .” 


0 


Qualifying Pension Plans 


The Treasury Department expects, before 
the year-end deadline, more than 6,000 appli- 
cations to qualify pension plans under Sec- 
tion 165 of the Revenue Act. Hence it urges 
that filing not be delayed. 

The Pension Trust Unit of the Bureau 
advises companies to exercise greater care 
in complying with the regulations and fur- 
nishing adequate information with their ap- 
plications. Efforts to get opinions on indi- 
vidual cases have slowed down the process 
of passing on plans, and, what is more, such 
opinions are not required nor do they have 
the force of rulings. Wherever possible, 
taxpayers with competent counsel should 
make the necessary amendments to perfect 
their plans. 

Among the data which should be submit- 
ted on the question of qualification are: 

(1) an affidavit showing the purposes of 
the plan, sources and disposition of princi- 
pal and income, and every fact which might 
affect its status for exemption; (2) verified 
copies of the trust instrument and plan; (3) 
the latest financial statement of the trust; 
(4) additional information indicating that 
the plan is for the exclusive benefit of em- 
ployees or their beneficiaries. 
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Proceedings of Pension 
Conference 


The papers delivered at New York Uni- 
versity’s Conference on Pensions and Profit- 
Sharing Trusts have been published by 
Coordinators Corporation, 11 So. La Salle 
St., Chicago 3. Presented by recognized 
authorities in the field, these discussions 
are invaluable. The collection sells for $10, 
with 10% off for sending check with the 
order. 











“Let us strive to finish the 
work we are in...and to do 


all which may achieve and 


cherish a just and lasting 


peace among ourselves and 


with all nations.” 


Fi Abraham Lincoln 
1865 
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Chartered 1836 
We have the facilities, the organization, 
and are eager to serve. 


INQUIRIES INVITED 


Girard Trust Company 


BROAD AND CHESTNUT STREETS « PHILADELPHIA 


James E. Gowen, President 


Member Federal Reserve System *¢ Member Federal Deposit Insurance Corporation 
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